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I. 

Q. 

Q. 

A. 

DIRECT TESTIMONY OF PETER M. EWEN 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051, et al.) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Pete Ewen. I am the Manager of the Forecasts Department at 

Arizona Public Service Company (“APS” or “Company”). In that role, I am 

responsible for preparing short-range and long-range forecasts of system peak 

demand and energy sales and identifying the optimal dispatch of available 

resources that will minimize the cost of meeting those energy requirements. 

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 
BACKGROUND? 

I received Bachelors and Masters degrees in Economics from Arizona State 

University in 1985 and 1988, respectively. I have analyzed and forecasted 

electric energy and demand growth since 1988, first as a Staff member of the 

Arizona Corporation Commission (“Commission”) and, since 1990, as an 

employee for APS. I have specifically analyzed the actual dispatch of our 

generating units in combination with market purchases to serve native load 

demand since 1998, and assumed full responsibility for making the optimal 

dispatch and associated fuel cost projections in 2000. I was formerly President 

of the Arizona Economic Round Table, a group of Arizona-based economists 

that specialize in studying the Arizona economy, and I am still a member of that 

organization. I also serve on the Joint Legislative Budget Committee’s Finance 

Advisory Committee. This consists of a group of state economists who advise 

the Joint Legislative Budget Committee staff on the adequacy of the economic 

projections underlying their state revenue projections. I am also Chairman of 
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Q* 

11. 

Q. 
A. 

the Arizona State University (“ASU”) Dean’s Board of Excellence, which is a 

group of local businessmen and women who support the College of Business 

Honors Program by mentoring students, funding scholarships, and providing 

insights to students and faculty on managing through topical business 

challenges. 

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS 
PROCEEDING? 

My testimony will explain and document the methods by which APS has estimated its 

unmet needs for capacity and energy for the period 2003 through 2012. It was that 

estimated need that will serve as the basis for Mr. Thomas Carlson’s testimony on the 

Company’s proposed procurement plan. 

SUMMARY 

WOULD YOU PLEASE SUMMARIZE YOUR DIRECT TESTIMONY? 
APS’s unmet needs for capacity and energy are derived from a comparison of 

the expected energy and peak demand requirements over the next ten years with 

the availability of APS resources to meet those needs. As would be expected for 

a utility having a system load factor in the low 50% range, our unmet capacity 

needs far exceed our unmet energy needs. That is, the number of hours for 

which we require additional supply beyond that which our own resources and 

firm contracts can provide is relatively low, which means that the amount of 

energy that accompanies the additional capacity is also low. Specifically for 

2003, I estimate that we need to acquire approximately 1,400 MW of capacity 

(22% of peak requirements) and some 650 GWH of energy. from the 

competitive wholesale market to meet the reliability needs of the APS system. 

Meeting these reliability needs means that APS has enough resources to meet 
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the single hour of highest peak demand each year plus a reserve amount to 

protect against unforeseen plant outages and unanticipated demand, and that all 

of our customers’ energy needs can be served as well. Virtually all of this 

capacity and energy is needed during the third quarter of 2003 (July, August and 

September). Capacity needs grow by roughly 6.0% per year, reaching 1,877 

MW by 2007, or 25% of peak requirements. In contrast, energy needs grow by 

25% per year to 1,940 GWH by 2007. See Attachment PME-1. 

These figures are based on the definition of unmet need set forth in Staffs Final 

Report on Track B Issues (“Staff Report”) dated October 25, 2002. See Staff 

Report at 35, lines 4 - 8. Such definition follows directly from the Commission’s 

order in Track A. See Decision No. 65 154 (September 10, 2002). This includes 

some small modifications to address the Commission’s Environmental Portfolio 

Standard (“EPS”) requirements and reliability must-run (“FWR’) issues, both of 

which are described later in my testimony. See also Staff Report at 6, lines 9 - 

14. Specifically, we took our most current load and energy forecasts for the 

years 2003 through 2012 and added a 15% capacity reserve requirement for APS 

generation and non-firm purchases. We then subtracted out the following: 

(1) capacity and energy that can be met from generation resources 

owned by APS as of September 1,2002 and included in APS 

retail rates; 

capacity and energy that can be met from wholesale contracts 

with non-affiliated suppliers that were entered into prior 

to September 1,2002; 

a calculation of RMR that necessarily must come from 

non-APS resources; and 

(2) 

(3) 
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111. 

Q. 

A. 

(4) the EPS grid-connected resources that APS has or will acquire 

during these years assuming continuation of present funding for 

the EPS. 

THE DEMAND AND ENERGY FORECASTS 

DID APS USE ITS MOST RECENT FORECAST OF DEMAND AND 
ENERGY TO DETERMINE ITS ASSESSMENT OF UNMET NEED? 

Yes. For purposes of this calculation, we are using our most recent forecast of 

demand and energy completed in October of this year. This (or the relevant 

components of it) is the same forecast that serves as the basis for the Company’s 

operating budget in 2003, including revenue and fuel expense projections, 

generating unit production cost and capacity factor targets, and construction 

expenditures related to providing service for customer growth. The October 

2002 forecast is also an important feature of the Company’s power supply, 

transmission network, and distribution network expansion plans. In addition to 

tying in to the Company’s operating plan, the load forecast (or its major 

components) is also shared with credit rating agencies, current and prospective 

lenders, the Western Electric Coordinating Council (“WECC”), and other parties 

as necessary to address critical business issues. As a result, it has always been 

important for the load forecast we use internally to be the very best expectation 

of our true demand and energy growth. 

The methods used to produce the load forecast are consistent with methods that 

are used across the industry and are similar to the methods that were 

documented in each of the Company’s most recent IRP filings (in 1992 and 

1995). Furthermore, as I describe later in my testimony, the accuracy of these 
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methods (particularly in the near-term) is quite good with an average error rate 

of less than two percent when projecting the next year’s energy demand. 

COULD YOU PLEASE DESCRIBE IN DETAIL THE METHODOLOGY 
AND KEY ASSUMPTIONS IN THE OCTOBER 2002 FORECAST? 
Yes. As I mentioned earlier, our most recent forecast of energy sales and peak 

demand is the starting point for calculating our expected unmet needs for the 

next five years. Schedule PME-2 shows the amounts we are projecting for 

energy sales and peak demand by customer class. From the exhibit, one can see 

that the forecast used here includes all of our expected retail load plus a small 

amount of demand from cost-of-service based wholesale contracts with the City 

of Williams and the partial requirements contracts with the irrigation and 

electrical districts. Technically, these wholesale contracts should be subtracted 

from both the forecast and existing resources, but including them in both 

produces the same result and avoids the need to make adjustments to existing 

data. These wholesale contracts amount to only 7 MW of coincident peak 

demand in the forecast. 

Forecast Overview 

Our current forecast expects energy sales to grow at an average annual rate of 

4.1%, with higher growth rates occurring in the near term as the economy and 

associated electricity demand recovers from the downturn in economic activity. 

This compares with the most recent 5-year average growth rate from 1997 to 

2002, on a weather-normalized basis, of 3.4% and the corresponding 10-year 

average growth rate, which is also 3.4%. Schedule PME-3 shows these growth 

rates by class of customer. One of the striking results that can be observed in 

this Schedule is the rapid growth in electricity sales for the residential and 
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A. 

business classes in 1999 and 2000, followed by the sharp slowdown in 200 1. As 

I describe the drivers of these changes, I believe I can illustrate why we have 

adopted the methods we use as well as show the kinds of uncertainties that 

naturally occur with each forecast. 

Eighty-nine percent of our energy sales are made to “mass market” residential 

and business customers. That is, for 11% of our energy sales represented by our 

largest customers with discrete load requirements and trends, we have on-going 

contact that allows us to include in the forecast amounts that relate specifically 

to those businesses and their unique conditions. Historically, this percentage has 

been a larger number, but has declined in recent years as APS firm wholesale 

load declined and our largest copper mining customers experienced contractions 

in their businesses. Because of the obvious logistical limitations involved in 

contacting many smaller customers and because individual customers below a 

certain demand threshold are unlikely to influence the demand forecast in a 

significant way, APS utilizes most of its forecasting resources in developing and 

enhancing methods for forecasting these “mass market” sales. 

HOW DO YOU GO ABOUT FORECASTING THESE “MASS MARKET” 
SALES? 

Over relatively longer periods of time (five years or more), 70-80% of the 

electricity demand APS experiences is the result of economic growth in our 

service territory. The principal measures of economic growth that APS uses in 

preparing its forecasts are Arizona population growth, associated household 

growth, Arizona job growth, and office and retail building floor space additions 

in metro Phoenix. Historical and forecast values for these variables can be seen 

in Schedule PME-4. 
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Because of the unique nature of energy usage in the respective residential and 

business customer classes, we handle these parts of the forecast separately. I will 

describe each in turn. 

Residential Forecast 

Residential sales forecasts result from separate forecasts of the number of 

residential customers and average residential use per customer. The residential 

customer forecast is determined by breaking down state-level population 

forecasts into county-level forecasts, using a projected householder rate by age 

with an estimated age distribution of the population to determine the number of 

households in each county, and estimating from historical trends the percent of 

new households that are likely to be in APS’s service territory. This is 

particularly important for the metro Phoenix area where Salt River Project 

(“SRP”) and APS have split the new single family housing market roughly 

50/50 over the past nine years. This “new customer market share” estimate also 

takes into account various seasonal trends that are inherent in the historical data, 

which means that it captures such factors affecting demand and energy as winter 

visitor and college student household impacts. These partial residents are 

typically not included in the official U.S. Bureau of the Census (“Census”) and 

Arizona Department of Economic Security (“DES”) definitions of population 

and households since these agencies strive to capture the number of permanent 

residents. 

Breaking down the customer growth by county also allows for a more precise 

estimate of the growth in expected use per customer growth since the APS 
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territory spans such a large area of the state and incorporates both low-lying 

desert and high country areas. The weather-sensitive electricity uses are 

obviously quite different between the two areas with respect to both cooling and 

heating applications. Other major electricity-using devices also show 

differences between the two areas, in particular the number of homes with 

swimming pools (and therefore pool pump motors). Schedule PME-5 shows 

some of the differences in major appliance ownership between the two areas. 

In order to forecast average residential use per customer, APS has reiied on both 

econometric and end-use based methods. The econometric methods involve 

statistically estimating the historical relationship between monthly average use 

per customer or monthly average use per square foot (using average home size 

in the denominator) over time and such independent variables as weather, the 

real (inflation-adjusted) price of electricity, and specific variables designed to 

capture the effects of increasing efficiency in air conditioners, heat pumps, and 

refrigerators as well as the incremental market share for electric heating and 

electric water heating. 

Although widely used and historically fairly accurate, these traditional 

econometric models have not been as effective in predicting either the high level 

of usage growth we observed in 1999 and 2000 or the significant decline in 

usage we observed in 200 1. For example, weather-normalized use per customer 

increased through most of the 1990s by between 0.5% and 1.0% per year. This 

was, in part, driven by adding incrementally larger homes and some minor 

increases in base per customer usage-both of which were only partly offset by 

increasing efficiency in these new homes and from periodic replacement of 

- 8 -  
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older less efficient air conditioners, heat pumps and refrigerators in established 

homes. However, beginning in the middle of 1999 and carrying through most of 

2000, average residential usage increased much more rapidly than these models 

suggested it would. These deviations from historical trends were then reversed 

in a fairly dramatic way in the summer of 2001 - again without much support 

from the econometric models. 

In an effort to better understand these trends, APS used a technique in 2001 

known as conditional demand analysis (“CDA”) to identifl the key sources of 

growth and decline in usage in these years. CDA is a statistical technique that 

allows the econometrician to separate the systematic differences in usage across 

households according to the systematic differences in household characteristics. 

These characteristics include home size (in square feet), number of people living 

in the home, the type and age of heating and cooling equipment in the home and 

the presence or absence of other key appliances. The results of the CDA process 

are estimates of the annual energy consumption for each electric end use 

included in the model. Notably, while APS has conducted similar studies in the 

past, 2001 was the first study that allowed us to estimate the stand-alone 

electricity consumption effects of home computers. 

Several key findings emerged from this analysis. First, virtually all of the “above 

normal” increase in usage in 1999 and 2000 was accounted for by non-weather- 

sensitive equipment. At least XI or more of the growth in residential usage from 

1997 to 2000 was accounted for by growth in personal computer ownership. 

Much of the remaining growth was likely driven by the increased personal 

ownership of other household electronics such as audio and visual equipment, 
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non-computer home office equipment (e.g., fax machines), and computer-related 

equipment ( e g ,  printers). Data from the U.S. Bureau of Economic Analysis 

(“BEN’) show that the year 1999 was specifically characterized by 

exceptionally high purchases of household electronics. The declining real price 

of these electronic appliances in conjunction with the high household income 

gains in those years (related partly to higher real wages and partly to the wealth 

effect of large capital gains in the stock market) is the most likely explanation 

for these trends. Second, the relative intensity of weather-sensitive usage (on a 

constant efficiency and square foot basis) changed very little in 1999 and 2000. 

In contrast, the cooling intensity (the degree to which customers cooled their 

residence) in the desert region declined by 6% in 2001, which amounted to 

about 115 kWh per customer per month. That is, holding weather, home size, 

and A/C efficiency constant, APS observed a behavior-related conservation 

effect of 115 kWh per customer per month, which is equivalent to every 

customer raising the thermostat by 2.5”. Given the media coverage of blackouts 

in California, the conservation appeals from Arizona’s Governor and the 

Company’s own messages asking customers to conserve, it was not unexpected 

to see some impact from conservation. However, the historical experience with 

voluntary calls for conservation would not have predicted the magnitude of this 

conservation effort, which was quite unexpected. A third key finding was that 

the vast majority of other electricity usage trends remained relatively stable. 

Taking all of these factors into account, APS is presented with some challenges 

for projecting residential usage trends going forward. Since the econometric 

model has difficulty in fully handling these sorts of effects (primarily because 

independent proxy variables that would help explain the historical statistical 
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deviations are difficult to find), APS has relied more on an end-use approach 

that provides for greater control over the assumptions regarding the conservation 

effect and the household base usage increase. To that end, APS initially 

projected for 2002 that roughly 75% of the 2001 conservation effect would 

dissipate and that the contribution from new household electronics would run at 

roughly 1/3 of its growth in 1999 and 2000. What we have found, however, is 

that only about 50% of the conservation effect has dissipated, but base usage has 

increased faster than we had anticipated. Therefore, we have revised our 

forecast of residential usage up slightly to allow the conservation effect to 

dissipate completely over the next two years and for base usage to increase at a 

somewhat stronger pace for the next two to three years. Both of these 

assumptions are consistent with our view of the business cycle as well as the 

fading memories of the crisis-marked summer of 2001. The residential 

customer forecast that makes up the remainder of the residential sales forecast 

has been revised down slightly to account for the weaker growth to date than we 

had originally anticipated and the recognition that the overall rebound in 

economic activity is likely to be less robust in the next year or two. 

Non-Residential Forecast 

With respect to business sales, APS uses an econometric model relating monthly 

commercial and industrial class sales (excluding sales to large mining loads) to 

independent factors such as job growth (for Arizona excluding Pima County), 

office and retail building floor space additions (in metro-Phoenix only), the real 

price of electricity and weather effects. Historical job growth data is defined as 

non-farm payroll employment as published by DES in concert with the U.S. 

Bureau of Labor Statistics (“BLS”). Job growth has been used by APS for many 
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years to forecast sales to business customers. The job growth data have certain 

advantages: it is the single best measure of economic activity available (meaning 

that it is published on a timely basis and, relative to other available measures, 

has generally smaller revisions to the previously published data); it has 

sufficient detail to allow us to exclude the effects of economic activity in Tucson 

Electric Power’s (“TEP”) service territory; and, it contains industry detail that 

could potentially help explain changes in energy intensity trends over time. 

Furthermore, the use of historical and projected labor force participation rates by 

age and sex allow for a consistency tie between the population growth and age 

distribution assumptions driving residential customer growth and the job growth 

that should naturally correspond with this. 

Since 1999, however, APS has relied almost exclusively on a model based more 

on floor stock additions. While overall job growth and floor space additions are 

both strongly correlated over time with non-residential sales, the floor space 

projections can be prepared to account for significant changes in non-residential 

market share between APS and SRP in metro-Phoenix. Job growth projections 

cannot. Our near-term floor space projections are driven in large part by detailed 

commercial building construction activity available from the ASU Real Estate 

Center. In 1999 and 2000, APS and SRP experienced trends in metro-Phoenix 

commercial building construction activity that deviated significantly from the 

historical share that each has received from that activity. Specifically, A P S  

received 62% of the new construction market in 1999 compared to the historical 

average of 50%, and it was the location of these construction projects that led to 

the significant increase in business customer sales in 1999 and 2000. While the 

floor space data has imperfections as well - coverage is only for metro-Phoenix, 
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Q. 

A. 

it excludes many building types such as manufacturing, warehouse, and hospital 

facilities, and it covers only the leased portion of the commercial real estate 

market - its advantages make it superior, at the moment, to using job growth as 

the main proxy for business customer electricity demand growth. 

As shown in Schedule PME-3, business sales in 2001 actually declined in 

response to the slowing economy. In particular, office vacancy rates in metro- 

Phoenix have climbed to almost 18% and manufacturing activity has declined 

substantially over the past year and a half. APS expects sales growth in 2003 

and 2004 to increase at rates consistent with those of the late 1990s as the 

economy continues its gradual recovery. This should mean that office vacancy 

rates should start declining as absorption turns positive and exceeds new supply 

and as the manufacturing sector begins to recover. Initial signs are that 

manufacturing job growth in metro Phoenix has stabilized and may start 

increasing in the 4th quarter of 2002 or 1'' quarter of 2003. Significant 

uncertainty remains, though, as to the health of this sector and its relative 

strength going forward. 

HOW ACCURATE HAVE APS LOAD AND ENERGY FORECASTS 
BEEN OVER TIME? 
I have just described some trends in electricity consumption that make 

forecasting an inherently imprecise exercise. Now, I would like to expand a bit 

on the broader accuracy question. Schedule PME-6 shows the relative accuracy 

of retail energy and peak demand forecasts going back to 1993, measured by 

mean absolute percent error, by the time horizon being compared against. This 

table demonstrates that the forecasting accuracy is good, but as one would 

expect, the level of accuracy declines the farther out into the future one is 
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A. 

forecasting. For example, retail energy sales projections one year ahead have 

missed on average by plus or minus 1.6% for the last 5 years. In contrast, 5-year 

ahead forecasts - starting with the 1992 forecast for 1997 and ending with the 

1996 forecast for 2001 - show an average error rate of 10.3%. A similar result 

is apparent for projections of retail peak demand, although the error rates are 

somewhat higher (reflecting the obviously more difficult task of predicting the 

single highest demand hour each year compared to the total amount of energy 

required). The individual forecasts used to calculate these error rates are shown 

in Schedule PME-7. 

DOES THIS MEAN WE SHOULD NOT RELY ON FORECASTS? 

No. But these comparisons highlight the difficulty forecasters face in attempting 

to achieve a high degree of accuracy far out into the future and correspondingly 

stress the need for continual adjustment and updating of the forecasts as new 

information becomes available. Forecasts from the early 1990s were certainly 

influenced by the slow pace of the economic recovery coming out of the 1990- 

91 recession and the uncertainty of how strong population migration would turn 

out to be and what kinds of jobs would be created in the coming decade. 

Importantly, the DES population estimates, which were relied on to establish the 

overall trends in population migration and job growth, proved to be terribly 

inaccurate through 1995. This was only discovered through the results of a 

special census for Maricopa County in 1995, which census was published in 

1996. The result was that DES had underestimated the population growth in 

metro-Phoenix by 60%, or by some 117,000 people between 1990 and 1995. 

During this same time, many forecasters, including those at APS, were 

concerned that the housing growth that had been observed in the prior several 
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years was far more than could be supported by the underlying population growth 

estimated by DES. We therefore expected that a retrenchment of growth would 

emerge in the then-near future. Of course, hindsight has shown that this was not 

the case. 

In addition, some of the major investment projects that occurred in metro- 

Phoenix during the mid-l990s, including the $1 billion expansion of Intel's 

manufacturing facility in Chandler, the construction of the $350 million Bank 

One Ballpark, the expansion of the Mayo Clinic facilities and other major 

projects, had a substantial impact on construction and manufacturing jobs. These 

in turn ultimately affected income growth and population migration in both the 

APS and SRP service areas in ways that exceeded the expectations for economic 

growth at the time the forecasts were prepared and are the type of events that are 

very difficult to predict more than just a few years ahead. 

APS also faces the additional uncertainty of whether retail access will emerge as 

a significant factor. Although many indicators suggest that the most likely 

impact will be small, nobody can predict how conditions might change such that 

a significant retail access market emerges, thus significantly impacting both 

future load forecasts and the difficulty in accurately making such forecasts. An 

important consideration with respect to the current forecast is that we have made 

no adjustment to account for any potential retail access amount. That is, we 

have not reduced our forecast of peak demand and energy by one MW or one 

MWH in the expectation that we might lose standard offer customers to 

competitive retail energy service providers. 
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Aside from even these influences, the peak demand forecasts also suffer from 

further uncertainty because the conversion from forecasts of energy sales to 

class coincident peak contributions is dependent on a reconciliation of each 

year’s system peak with the results from a randomly drawn statistical sample of 

retail customers. The load factors that have resulted from the class coincident 

peak contributions have historically been volatile. On top of this volatility is 

added volatility from the estimate of system losses at the time of the system 

peak. System loss rates coincident with the system peak are based on historical 

observation on the EHV system, engineering estimates of distribution level 

losses, and a remaining “plug” amount that captures any remaining difference 

between the class-level estimates and the overall system demand. This final 

“plug” amount contains any estimation errors from the estimate of distribution 

losses, sampling error from the class-level demand estimates, Company use at 

the time of the system peak and power theft at the time of the system peak. 

Schedule PME-8 shows how these rates have changed, by component, over 

time. What should be apparent from these descriptions is just how difficult it is 

to accurately forecast such unknowns, with the conclusion that, at best, a 

forecast can pick a middle-of-the-road expected value and recognize that actual 

results will most likely be somewhat different. 

A final consideration in assessing the overall forecast accuracy is that the 

forecasts through 1998 also included an expectation that Commission-authorized 

demand-side management (“DSM’) programs would continue to be a major 

restraining factor in the growth of retail energy needs. Since then, hnding for 

such DSM has been redirected to the EPS. 
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IV. 

Q. 
A. 

This discussion should serve to highlight some of the key uncertainties residing 

in the current forecast and how those uncertainties loom larger the farther out in 

time a forecast attempts to reach. One of the main issues that confronts 

forecasters today is the question of whether the economic growth experienced in 

the 1990s will be repeated, or even exceeded, in the next 10 years. We simply 

can’t say for sure whether it will or will not, even though our expected growth 

rates are fairly comparable to those experienced in the past. 

RESERVES 

HOW DID YOU CALCULATE THE RESERVE REQUIREMENT? 

The reserve margin is calculated using a 15% reserve margin on APS generating 

capacity and unit contingent purchases. This reserve margin is consistent with 

the levels we have used in the recent past. Setting planned reserves at 15% 

actually provides a higher capacity requirement than the 12% level that FERC 

defaults to in its Standard Market Design NOPR. A 15% reserve margin is also 

consistent with the range of 13% to 17% included in the Public Service of 

Colorado 2001 IRP filing, which was cited favorably by some participants in the 

Track B workshops held by the Commission over the summer. As a practical 

matter, though, the reserve margin has no impact on the amount of unmet energy 

needs. And increasing this number reduces the overall capacity factor on the 

competitively procured portion of APS’s needs. 

The applicability of the reserve margin only to our own generating assets is 

consistent with our past purchasing practice where all of our reliability 

purchases have been executed on a firm basis where the seller of such service 

carries the associated reserves. Typically, the Company’s optimal dispatch 
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V. 

Q. 

projections explicitly assume that purchases are for firm delivery as prices for 

those products are the only ones readily observable in the market. 

APS RESOURCES 

HOW DID YOU DETERMINE APS CAPACITY AND ENERGY 
RESOURCES FOR PURPOSES OF THE DETERMINATION OF 
UNMET NEED? 

A. The physical capability of the APS resources for capacity purposes is 

calculated by using the net accredited capacity of each unit less any seasonal de- 

ratings that would apply at summer peak times. These amounts are shown in 

Schedule PME-9. With respect to our generating capacity, several small 

changes can be observed over the period 2003 through 2007. The first is that we 

are and have been committed to replace the steam generators at each of the Palo 

Verde units. These replacements were planned and equipment ordered years 

ago, They are scheduled to take place in extended outages in the Fall of 2003 

(Unit 2), the Fall of 2005 (Unit l), and the Fall of 2007 (Unit 3) and will have 

the effect of restoring the design capacity of each of the units by roughly 26 

MW. The second item is the planned retirement of the Childs/Irving hydro 

facilities at the end of 2004 under an agreement that APS has reached with 

several environmental groups. This is in addition to placing in cold reserve the 

older West Phoenix steam units 4 and 6, which units are not reflected in the 

2003 through 2012 figures. These units could, however, be reactivated at some 

future date should they become necessary for reliability purposes. 

For determining unmet energy, we have calculated the output of each unit to the 

extent that it could meet APS’s hourly load forecast, but have also reduced that 

output for expected planned and forced outages and other important operating 
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characteristics limiting output such as ramp rates and minimum loading levels. 

The planned outages include the longer outages for the Palo Verde units in 2003, 

2005 and 2007 when their steam generators are being replaced. The 10-year 

planned maintenance schedule is shown in Schedule PME- 10. Schedule PME- 1 1 

shows the projected forced outage rates used in these calculations along with the 

historical forced outage rates for the past ten years for each unit. As was the case 

in the load forecast, the assumptions we have used here are consistent with the 

assumptions we have used in developing the Company’s operating plans and 

that have been shared with other outside parties, including plant co-owners, to 

address important business issues. 

The capability of the eligible purchased power contracts to serve APS retail load 

is treated similarly to that of the generating assets, and their summer capacity is 

also included in Schedule PME-9. From the Schedule, one can see that the 

capacity under the SRP Territorial and Contingent purchase increases by about 8 

MW per year in keeping with a formula specified in that particular contract. 

Capacity factor limitations apply to and have been modeled for the diversity 

exchange contract with Pacificorp. Additionally, 125 MW of forward reliability 

purchases from non-affiliated parties for firm 100% capacity factor on-peak 

capacity and energy are included for 2003. Originally, all four of such contracts 

were executed in March 2000. However, one of them, a 25 MW deal with 

Enron, had to be replaced in 200 1 when Enron collapsed. 

CAN YOU DESCRIBE WHY THE APS UNIT AND LONG-TERM 
CONTRACT ENERGY AMOUNTS IN SCHEDULE PME-1 ARE 
DIFFERENT FROM APS’S RESPONSE TO STAFF’S DATA REQUEST 
DATED OCTOBER 22,2002? 

- 19-  
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A. 

Q. 

A. 

Yes. Although each of the amounts has been adjusted, the adjustments are 

generally fairly minor and do not materially affect the amount of unmet energy 

needs APS has calculated. The largest change in the early years relates to a 

purchase contract for 2003 that was inadvertently classified as a reliability 

purchase and therefore counted against the unmet energy needs in that year. 

(APS has made forward purchases for 2003 beyond the reliability purchases 

itemized in Response to Staffs Data Request dated October 22, 2002. These 

purchases are in place primarily to protect the Company against rising prices 

during the summer of 2003 and during the extended Palo Verde outage in the 

fall of 2003.) Other changes are driven by an apparent double-count of certain 

solar and renewable energy amounts, but these changes are quite small. 

WHAT ADJUSTMENTS DID YOU MAKE TO THE NEEDS 
ASSESSMENT TO ACCOUNT FOR RMR GENERATION? 

The calculation for RMR generation from other than APS generating facilities 

relies on the current estimate of 3,535 MW of APS transmission import 

capability into the metropolitan Phoenix area plus the use of the 660 MW of 

APS’s local generation. The capability for the local generation can be seen in 

Schedule PME-9. The specific units counted as local generation are West 

Phoenix combined cycle units 1-3, Ocotillo steam units 1 and 2, Ocotillo 

combustion turbine units 1 and 2, and West Phoenix combustion turbine units 1 

and 2. Forecasted demand in the metro-Phoenix area is a calculated number. 

APS also carries reserves of 110 MW for the single largest APS generation 

hazard inside the constrained area. The relationship between the metro-Phoenix 

demand and the total system demand can be seen in Schedule PME-12. APS 

believes this amount of its unmet needs should be identified and addressed 
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Q. 
A. 

Q- 

A. 

Q. 

A. 

Q. 

separately in the overall procurement plan because of the unique delivery issues 

associated with such needs. 

WHAT FACTORS AFFECT THE CALCULATION OF RMR NEEDS? 

The amount of APS generation will remain constant unless and until APS retires units 

within the transmission constraint, as was the case when we placed the old West 

Phoenix steam units into cold reserve. What can and will vary over time are the 

calculation of forecasted metro-Phoenix load, the single largest hazard, and Valley 

transmission import capacity. 

WHAT IS YOUR RECOMMENDATION ON THE FINAL DETERMINATION 
OF RMR? 

In response to the Track A decision, APS is conducting an RMR study under 

Commission Staff supervision which is scheduled to be completed by January 

2003. This study should address all of the above considerations. I propose using 

my RMR figures as placeholders until completion of the RMR study mandated 

by Decision No. 65 154, which can then be included in the final bid package. 

WHAT IS THE FINAL ADJUSTMENT? 

APS has reduced its level of unmet needs by including its current plan for grid- 

connected solar and renewable resources under the EPS requirements. The plan 

assumes that the EPS standard continues at its current funding levels. For 

purposes of calculating the unmet capacity and energy needs, APS has not 

counted any credits it has earned (for early installation, etc.) that might help it 

meet the standard, but included only the amount of real capacity and energy that 

we believe will be physically produced by these resources. 

DID NOT THE STAFF REPORT INDICATE THAT QF CONTRACTS 
WOULD BE NON-CONTESTIBLE? 

-21 - 
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A. 

VI. 

Q. 

A. 

Q. 

A. 

Yes, and APS has a QF contract for at least 25 MW of capacity. APS is not 

subtracting this amount because capacity and energy are provided at the 

customer’s discretion and would not necessarily be available to meet either our 

peak capacity or annual energy demands. It does seem appropriate that any 

future agreements with QFs should be subject to whatever procurement process 

is determined to be appropriate by the Commission in Track B, which I believe 

was a consensus position during the Track B workshops. 

ECONOMY ENERGY AND UNFORECAST NEEDS 

WILL APS ALSO BE ACQUIRING ENERGY FROM THE 
COMPETITIVE WHOLESALE MARKET ON AN ECONOMIC BASIS 
IN ADDITION TO ITS FORECASTED UNMET NEEDS? 
Using a relatively current forward curve for power and natural gas prices, APS would 

expect to make economic purchases that displace production from its existing 

generation assets and the SRP T&C contract. These amounts are shown in 

Schedule PME-13. However, these purchase amounts are quite sensitive to 

movements in the spread between power and natural gas prices (the so-called 

“spark spread”). Schedule PME-13 also shows that a relatively mild increase or 

decrease of 10% in the spark spread will affect the amount of economic 

purchases in 2003 by -16% and +20%, respectively. Although not within the 

definition of unmet needs in the Staff Report, Mr. Carlson will discuss 

procurement of economy energy and other unforecasted short-term energy (and 

demand) needs in his testimony. 

WHAT ABOUT UNANTICIPATED RELIABILITY NEEDS NOT 
SHOWN IN YOUR NEEDS ASSESSMENT? 

Almost certainly such unforecasted needs will exist, and it is the main reason 

that resource plans include a planning reserve margin. Unanticipated outages, 
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VII. 

Q. 
A. 

Q. 

A. 

the extension or rescheduling of planned outages, unusually hot weather, etc., 

can all require additional purchases to be made. This is discussed at page 4 of 

the Staff Report, lines 25 - 27. Mr. Carlson also addresses these secondary 

procurements in his testimony.- 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

Yes. Although load and energy forecasting is as much art as science, APS takes 

great pains to produce as accurate a forecast as possible. Critical business and 

financial decisions are made in reliance on that forecast. As to the other portions 

of my needs assessment, I have tried to follow the basic formula set forth in the 

Staff Report, which the Company believes is consistent with the Commission’s 

order in Decision No. 65 154. 

DOES THAT CONCLUDE YOUR PREFILED DIRECT TESTIMONY IN 
THIS PROCEEDING? 

Yes, it does. 
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SCHEDULE PMEd 
APS RESIDENTIAL CUSTOMER 

MAJOR APPLIANCE OWNERSHIP 
Bv Area 

Combination 
Other (window/wall units, gaspack) 

INone 

I Across All Dwellina Tvnes I I 

5% 2% 
2% 6% 
0% 28% 

A/C or Heat Pump Only I Evaporative Only 

67% 
29% 

28% 
47% 

Electric 
Natural Gas I 

lpropane I 2%1 15%] 
I 1 Yo1 1 O Y O l  
I I 

Electric 
Natural Gas 
Propane 
Solar 

56% 29% 
41 % 55% 

15% 

. -  
Electric 

h;;yGas Propane 

Microwave Oven 

Clothes Washer 

Color Television 
Cable TV 1 Sat. Dish 

NOTES (1) Desert Area defined as Phoenix. Yuma, Casa Grande, Eloy, Coolidge. Gila Bend, Wickenburg, and surrounding areas 

(2) High Country defined as PreSCOR, Sedona. Flagstaff. Winslow. Payson. Globe, Bisbee. Douglas and surrounding areas 

(3) Estimates made from surveying a SafTIPle of 3,000 randomly selected APS residential customen 

Sample strat~fied by Area and Age Of Dwelling. Survey conducted in May of 2001 
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I. 

Q. 

Q. 

A. 

Q- 
A. 

DIRECT TESTIMONY OF THOMAS J. CARLSON 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051, et al.) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Thomas J. Carlson. I am the Head of Trading for Arizona Public 

Service Company (“APS” or “Company”). In that role, I am responsible for 

procuring purchase power and natural gas for APS, and also the marketing of 

surplus APS generation and natural gas. 

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 
BACKGROUND? 

I received a Bachelor of Science degree from the University of South Dakota in 

1977. Prior to coming to APS, I worked in marketing and market research 

positions with the airline and motor transportation industries. I held a similar 

position when I joined APS in 1988. In 1992, I began in the gas trading and fuel 

management area of the Company, rising to Director of Generation Fuel 

Procurement for APS. When trading functions were transferred to Pinnacle 

West Marketing & Trading (“M&T”) after the 1999 APS Settlement Agreement 

with the Commission, and in anticipation of generation divestiture, I became an 

M&T employee. With the Commission’s decision to reverse course on 

divestiture in Decision No. 65154 (September 10, 2002), I was transferred back 

to APS and assumed my current duties. 

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY? 

My testimony will describe a proposed APS procurement plan for what APS 

witness Pete Ewen has determined to be the Company’s reliability-driven 
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11. 

Q. 
A. 

capacity and energy needs that cannot be met by the Company’s existing 

generation and purchase power contracts, which I believe is the subject of Track 

B. I then discuss the potential acquisition through a separate but parallel process 

of what are presently classified as “reliability must-run” (RMR’) needs of the 

Company. I also address competitive short-term purchases for both economic 

and reliability reasons that would fall outside the broader Track B procurement. 

I say “proposed” procurement plan not just because the Commission may 

require a different plan, but also to emphasize the evolving nature of the 

procurement process itself. APS has already made significant changes to the 

procurement proposal outlined in its July 2002 filing in the proceeding (and 

discussed during the workshops). No doubt further refinements will occur 

between now and the actual 2003 Track B procurement as a result of these 

proceedings and continued dialogue with Staff and other parties. However, our 

goals, and I believe those expressed by Commission Staff in its final report of 

October 25, 2002 (“Staff Report”), are unchanged-to acquire the unmet needs 

of APS customers in an economic and reliable manner through a fair and open 

process. 

SUMMARY 

WOULD YOU PLEASE SUMMARIZE YOUR DIRECT TESTIMONY? 

APS’s proposed plan calls for a multi-layered procurement effort. The first part 

will be a request for proposals (“RFP”) to be issued no later than the end of 

February 2003 seeking three basic products: 

(1) capacity only (the right to capacity at a fixed or floating price 
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with no obligation to take energy) from a specific generator or 

group of generators; 

capacity plus some minimum level of energy taken from a specific 

generator or group of generators during specified months and 

hours; and 

physical “call” options having the same general characteristics 

as the first product except physical call options are usually 

exercised at specific fixed or “strike” prices. 

Contract lengths will be as short as one quarter and as long as four years. The 

percent mix of the listed product types that APS will procure in the initial RFP 

will be determined by then-existing market conditions, credit quality, 

deliverability, and other relevant factors. 

The intent is to request bids for 100% of the unmet reliability needs for 2003, 

2004, 2005, and 2006 through this process. But APS may elect to acquire more 

or less than these amounts during any year or in total depending on the actual 

responses to this RFP and then existing or forecasted market conditions. APS 

could also reject all the bids if they do not satisfy the Company’s needs or are 

unreasonable in terms of price, reliability, etc. To the extent that APS unmet 

needs cannot be economically and reliably met through the initial RFP, or as 

stated above, any part of such need goes “uncovered” in the initial RFP 

solicitation, those uncontracted and still unmet reliability needs would be 

addressed either by short-term market purchases (for 2003) or in a subsequent 

formal procurement. Such procurement would likely take place in early 2004, 
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depending on the results of the FWP and may in 2004 switch to a descending 

clock auction process, which remains a long-term procurement option . 
RMR needs from non-APS resources will be handled somewhat differently. 

APS will separately but concurrently solicit proposals for such needs. If a 

proposal is received that can demonstrate to the Company’s satisfaction 

deliverability on reasonable terms within the Phoenix load constraint, APS will 

consider it on the same price, credit-worthiness, reliability of both supply and 

delivery, etc., criteria as will be applied to the more general Track B solicitation. 

Finally, short-term and economy purchases (e.g., balance of month, day ahead, 

and real time) would be made much as they are today, as is recommended in the 

Staff Report. Maximum flexibility in making these purchases has benefited and 

should continue to benefit APS customers. Short-term purchases have been a 

critical part of prudent power procurement for many decades and are necessary 

to match a changing market with changing load requirements. APS is studying 

an expanded role for independent brokers and/or electronic trading platforms to 

determine whether these or other steps are necessary for affiliate transactions, 

but will not unnecessarily burden the procurement process with red tape and 

prescriptive rules at the expense of customer benefits. 

A last part of my testimony, although intertwined with the rest , is a discussion 

of risk management. In other words, how will APS manage the risks of this 

Commission-ordered procurement to best protect its customers? This 

encompasses both the traditional risks of commodity availability and commodity 

price, and also the relatively new world of counter-party risk. It also addresses 

the risks newly created by the Track B process itself. Although it would be 

- 4 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

111. 

Q. 

A. 

inappropriate to discuss in any detail APS risk management tools in a public 

forum involving prospective bidders, it is today evident that counter-party risk is 

a dominant consideration in determining the length of power agreements in the 

current financial climate. Establishing strong credit requirements at the outset of 

the contract is a first line of defense. Periodic collateral call provisions are the 

next layer of credit protection, although they are of limited value when needed 

most. In a world where strong A-rated companies can fall all the way to junk 

status in a year or less, only resource diversity andor shorter term transactions 

or some combination can provide that final layer of protection for our 

customers. 

THE RFP 

WHY IS APS NOW PROPOSING A SIMPLIFIED RFP PROCESS FOR 
THE 2003 PROCUREMENT INSTEAD OF THE AUCTION PROCESS 
DISCUSSED IN ITS JULY 2002 COMMENTS AND DURING MUCH OF 
THE WORKSHOP? 

First of all, the July 2002 filing describing a descending clock auction process 

was intended to be a framework for further discussion, not a “take it or leave it” 

proposal. APS has been listening to the proponents of RFPs throughout the 

workshops and has taken some of their comments to heart. Although we are still 

concerned that the often highly subjective nature of the RFP process could lead 

to higher costs and more controversy, we propose to reduce that subjectivity by 

more narrowly defining the products to be solicited and by bidder pre- 

qualification. 

Second, the nature of our needs has changed since July and even since the early 

workshops in Track B. At that time, the Company fully anticipated that it would 
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be divesting all of its generation, with or without the proposed purchase power 

agreement (“Proposed PPA”) submitted to the Commission in the Fall of 200 1. 

In either event, APS needs would have been for a more standard, higher load 

factor energy product. With the requirement that APS keep its generation and 

competitively procure the needs that cannot be met from such resources, this 

means that the Company needs significantly more capacity than energy, and 

generally requires both only during limited times of the year and times of day. 

Dispatchable capacity and energy products, or their equivalent, become far more 

attractive, as do capacity reserves without any associated energy. 

Third, there is a timing element at work here. Back in July, APS indicated the 

need to begin the acquisition process some five to six months before delivery. 

This means a significant acceleration of the Staff-proposed schedule even 

assuming a new proposed delivery date beginning with the third quarter (“Q3”) 

of 2003. Formal auctions require considerable up front lead-time for retaining an 

outside auction administrator, for software development, and for testing and 

training on the part both of prospective bidders and utility personnel. 

Fourth, the process suggested by Staff in the Staff Report is not particularly 

conducive to an auction. Auctions work best when there is up-front agreement 

on the process and the understanding that because regulators have pre-approved 

the structure of the auction, they will accept the results of the auction by 

providing adequate assurances of full cost recovery by the purchasing utility. 

Alternatively, the utility can be given full authority to conduct an auction free 

from contemporaneous direct regulatory involvement, excepting for the usual 
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Q. 

A. 

prudence review in subsequent rate proceedings. The Staff Report’s proposal 

does neither. 

This does not mean that APS has given up on the auction process. Indeed, if 

permitted by the Commission as a result of this Track B proceeding, the 

Company is very much interested in exploring such an auction process for its 

2004 procurement of all or portions of any remaining unmet need for years after 

2003 that is not acquired through the 2003 RFP. 

COULD YOU PLEASE DESCRIBE THE PRODUCTS APS WOULD 
SEEK IN THIS RFP? 
Yes. As I mentioned earlier, our most critical need in the next several years is 

for capacity. We also require limited amounts of energy during peak periods. 

Therefore we will seek bids in minimum 25 MW blocks for just capacity and 

also for similar blocks of capacity with minimum energy purchases during the 

months of July through September of each year from the hours of HE0700 

through HE2200, seven days a week. APS will require capacity-only offers to 

be firm with reserves. Capacity with energy offers may be either firm or 

contingent during the months and hours described above. In the case of the 

latter, the prospective seller may either firm up the proposal with its own 

reserves or APS will add the expected cost of reserves to the offer to make it 

comparable with firm power. 

In addition to firm blocks of energy, APS will seek physical call options in the 

RFP process. Physical call options are rights to purchase a specific amount of 

capacity and energy at a predetermined “strike” price for a specified period of 

time. For example, if APS owned a $50/MW daily physical call option on 
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Q. 

A. 

Q. 

A. 

Q. 

75MW of “6 x 16” power for July through September 2003, APS would have a 

daily option to purchase for the following day power at the agreed upon strike 

price of $5O/MWH for the 16 hour on-peak period. The power provided is 

physically firm and not unit contingent. Although physical call options do exist 

that are dispatchable (that is, the buyer does not have to take the entire block of 

energy at the strike price, but rather only what is actually needed), these carry a 

premium for dispatchability, and the market is thinner than for the more 

standard “6 x 16” product. 

AT WHAT DELIVERY POINTS WILL APS ACCEPT DELIVERY OF 
POWER PROCURED UNDER THIS RFP? 

That will be finalized when the deliverability analysis discussed on page 15 of 

the Staff Report is completed. However, it appears the following delivery points, 

subject to existing or forecast constraints, can be utilized: Palo Verde, Navajo, 

Mead, North Gila, Liberty, Pinnacle Peak, Westwing, Jojoba, Four Corners, Gila 

Bend, and Kyrene. And, as I discussed earlier, entities that can demonstrate 

deliverability to a suitable point of delivery within the Phoenix load constraint 

may also bid for non-APS RMR needs. 

WILL THE COMPANY BE SEEKING ANY ANCILLARY SERVICES IN 
THE 2003 RFP? 

Other than reserves, the answer is no. APS will provide ancillary services. This 

may change in the future as either a viable market for such services is developed 

in Arizona or because Westconnect or a similar entity assumes the role of 

ancillary service provider within the APS service territory. 

WHAT IS THE PROCUREMENT HORIZON FOR THE 2003 RFP AS 
YOU HAVE DESCRIBED IT IN YOUR TESTIMONY? 
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A. For both the reasons described in our July 2002 filing and the present credit 

crisis in the industry; we are looking at up to a four-year procurement. That is, 

we will accept proposals for as short as one quarter and up to four years. 

As noted last July, the establishment and operation of a RTO may expand the 

number of potential bidders in the Arizona market by facilitating access to 

Arizona by out of state and even out of region suppliers. FERC’s proposed 

Standard Market Design is another wild card that may affect both the price and 

availability of transmission for one set of potential bidders vis-a-vis others. 

Counter-party credit problems, which I discuss later in my testimony, have 

dramatically affected the term of power acquisition transactions. The credit 

quality of its sellers is obviously important to the buyer in case of seller default. 

But that does not mean you only assure yourself of such credit quality after a 

default has occurred. That would be like worrying about fire insurance after the 

fire has started. Moreover, it is not just the seller’s credit when the deal is inked 

that must concern the buyer, but what that credit will be during the term of the 

transaction. Historically, most deals, whether multi-year or day-ahead, were 

with other utilities. Even with the advent of merchant traders and producers, 

most had credit equal to or greater than some utilities. Times have dramatically 

changed in the past 24 months. Many counter-parties are experiencing severe 

credit problems. Credit downgrades have been frequent and widespread. Some 

counter-parties such as Enron have disappeared altogether. As such, APS has 

established credit criteria that allow transactions to occur while minimizing the 

reliability and financial risk to APS and its customers. These criteria determine 
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Q. 

A. 

Q. 

A. 

whether APS can, for example, do a multi-year deal for a particular seller, while 

another may be extended credit only for day-ahead sales. 

HOW MUCH CAPACITY AND ENERGY WOULD APS SOLICIT FOR 
THE YEARS 2003 THROUGH 2006 VIA THIS PROPOSED RFP? 

All the unmet capacity and energy needs shown on Mr. Ewen’s Schedule PME- 

1. As indicated in my SUMMARY, the non-APS RMR amounts shown for these 

years would be solicited simultaneously by a separate RFP. In the case of the 

latter, the prospective seller will have to demonstrate to the Company’s 

satisfaction that it has or can acquire firm transmission rights over non-APS 

transmission to a delivery point within the Phoenix load constraint or that it 

owns or controls generation within that constrained area. 

Although APS will accept proposals for all or a portion of the entire estimated 

unmet reliability needs for these years, that does not necessarily mean APS will 

execute contracts covering 100% of such needs. Consistent with the Staff 

Report, APS would reserve the right to reject any and all offers, even for 2003, 

if they are unacceptable in terms of price and reliability. See Staff Report at 16. 

This will be discussed more in the RISK MANAGEMENT section of my 

testimony. 

WHAT WILL YOU DO IF YOU DO NOT ACCEPT SUFFICIENT BIDS 
TO COVER ALL YOU UNMET NEEDS FOR 2004 THROUGH 2006? 

Such needs would be addressed in a subsequent competitive procurement or 

procurements. Also, as a new load and energy forecast is made in 2003, the 

amount of forecasted unmet reliability needs could increase or decrease for these 

subsequent years. In any event, APS would likely either repeat the RFP process 

or move to an auction such as was described in the July filing using, however, 
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Q. 

A. 

Q. 

A. 

the energy products then appropriate for APS, which are likely to remain 

capacity intensive and energy light for the immediately foreseeable future. As is 

indicated in the Staff Report at page 40, we would need to review how the 2003 

solicitation worked before finalizing plans for subsequent competitive 

solicitations. 

WHAT WOULD APS DO IF THERE ARE NOT ENOUGH ACCEPTABLE 
OFFERS FOR EVEN THE COMPANY’S 2003 UNMET RELIABILITY 
NEEDS? 

Given the short time between the end of this Track B proceeding and 4 3  of 

2003, I do not even like to think of that possibility. However, should that 

happen, the solicitation would fail. See Staff Report at 33. In such a situation, 

APS would work closely with Staff, the independent monitor, and bidders to 

determine why the solicitation had failed and whether a second formal 

solicitation was possible for 2003. If not, APS would propose to use the same 

process as it would otherwise use for short-term purchases from the competitive 

wholesale market-a process discussed later in my testimony. 

HAS APS DEVELOPED ALL THE DETAILS SURROUNDING THE 
PROPOSED RFP? 

No, but APS intends to follow the description of solicitation materials discussed 

in the Staff Report beginning on page 17. Thus, most of the details as to pre- 

qualification, form of contract, the time for responses to the RFP and the time 

bids will remain open, the handling of preferred versus secondary delivery 

points for purposes of bid evaluation, bid fees, etc., will be part of the bid 

package. The most recent Procedural Order in this proceeding greatly 

accelerated the time for submitting even this level of detail concerning the 

Company’s procurement plan as compared to anything that had been discussed 
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Q. 

A. 

in the workshops or contained within either th 

ability within the time permitted. 

draft or fin I Staff R port. APS 

has attempted to comply with this unexpected filing mandate to the best of its 

SHORT-TERM PROCUREMENTS 

WILL EITHER THE 2003 FWP OR THE POSSIBLE AUCTION IN 2004 
AND BEYOND, IF SUCCESSFUL, RESULT IN THE ACQUISITION OF 
THE PRECISE AMOUNT OF ALL APS PURCHASE POWER UNMET 
NEEDS FOR 2003 THROUGH 2006? 

Only under the most implausibly fortuitous circumstances would this be the 

case. We are talking here about forecasted unmet needs, and the one thing we all 

know about forecasts is that they will be “off’ by some amount. The weather 

will be hotter or cooler than forecast. Population influx will be more or less than 

forecast. APS generating units will experience more or less forced outages. 

Planned outages will be shortened, lengthened, postponed or accelerated. 

Perhaps the biggest unknown is the degree to which retail access cuts into our 

forecasted demand and energy. 

I could go on, but I think I have made my point. APS will continuously make 

short-term purchases to cover short positions and sell existing resources to 

liquidate long positions. Even when resources are acquired well in advance, 

there is a constant reevaluation of their continued appropriateness from both a 

need and cost perspective. APS also routinely makes economy purchases f ie . ,  

purchases of energy that are made when it is less expensive to buy short-term 

power from the market than it would be to continue generating power using 

APS-owned generation) on a balance of month, day-ahead, and/or real-time 

basis. None of these purchases can be reasonably planned years in advance and 

even the ability to predict them given a specified load forecast involves 
26 
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Q. 
A. 

numerous unknown variables. And as is the case with those resources acquired 

to meet capacity and energy reliability needs, these short-term economy 

purchases are continually managed right up to the moment of expected use to 

produce the best results for our customers. 

HOW WOULD APS GO ABOUT MAKING SUCH PURCHASES? 

As indicated in the Staff Report, APS would continue to make such purchases in 

the ordinary course of business as it does today. See Staff Report at 4. In the 

specific case of economic purchases, these are cost-driven. Presently, most of 

our load demand is met with baseload nuclear and coal fired generation. For 

APS and much of the West, the marginal generating resource is gas-fired. APS 

can either purchase gas to run in one of its own units or purchase gas-fired 

generation. If APS can generate electricity at a lower cost than the then 

anticipated market price of power, we normally secure forward gas (gas 

purchased today for delivery at some future date) to meet that anticipated 

economy energy need. Conversely, if forward purchase power (power purchased 

today for delivery at some fbture date) costs were lower, we would normally 

secure forward power and reduce forward gas purchases. Even after this initial 

decision is made (gas versus purchase power), we continually monitor market 

conditions, and our initial gas or power position may be liquidated and replaced 

with its alternative many times until the time of anticipated use by APS to serve 

customers. 

At present, APS secures economy and other short-term purchases through the 

following process. Forward markets for energy are presented to APS daily in a 

myriad of ways, including direct contact with counter-parties, use of brokers, 
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V. 

Q. 

A. 

and access with online trading systems. Each day, APS reviews its current 

position and the value of the forward energy market and determines whether or 

not to procure economy or other short-term energy. Factors such as weather, 

load, credit, plant outages, natural gas prices (spot and future), and product type 

all impact the procurement process. Economy purchases are driven primarily by 

price and credit. Other short term and real time purchases are driven more by 

price and reliability. 

A few new procedures are being studied and may be added regarding affiliate 

transactions. APS is looking at the practicality of securing short-term purchases 

(30 days or less) from independent brokers and the use of “blind” (i.e., the 

identity of specific pre-qualified sellers in not known to the buyer) electronic 

trading platforms such as ICE and Bloomberg. APS already uses such devices 

for some short-term purchases today and will consider expanding their use or 

consider yet other process changes for affiliate transactions if they increase the 

efficiency and transparency of its short-term purchasing practices and if they do 

not compromise the ultimate goal of producing maximum consumer benefits. 

And, in situations when there are unanticipated and immediate threats to 

reliability, APS will do what is necessary when it is necessary to address that 

threat. 

RISK MANAGEMENT 

PLEASE IDENTIFY THE TYPES OF RISK WHICH APS AND ITS 
CUSTOMERS ARE FACED WITH BECAUSE OF THIS TRACK B 
PROCUREMENT? 

Any restriction on the Company’s ability to procure its power needs limits its 

flexibility and increases risk. For example, waiting until March of 2003 to 
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Q. 

A. 

acquire Q3 of 2003 reliability needs increases price risk since windows of 

opportunity between now and March would be foreclosed by this process. APS 

is addressing this risk by entering into appropriate hedges this fall and winter. 

Such hedges have historically been used and will continue to be used to mitigate 

price and commodity risk. This will not reduce the amounts of capacity and 

energy potentially secured through the RFP, but it will protect the Company and 

its customers from price increases between now and April 2003, Predefining the 

products to be procured is necessary for an manageable RFP process given 

schedule envisioned by the Staff Report, but it may increase the risk that a 

different but adaptable product might have produced a lower cost. Dictating that 

a specified amount of the defined products must be acquired increases both price 

risk (if sellers know you have to buy, the price will be higher) and volume risk 

(purchased too much or too little). Being required to acquire the product in a 

single solicitation carries with it the same increased risk. Perhaps the largest risk 

is that the process will compromise the Company’s ability to insist on credit- 

worthiness both at the outset and through the term of any purchase agreement. I 

would also add that some risks in the Track B process outlined in the Staff 

report likewise affect potential sellers, and they will expect additional 

compensation to assume these risks. 

WHY NOT COMMIT TO BUYING ALL YOUR FORECAST NEEDS 
FOR 2003 THROUGH 2006 THROUGH THE PROPOSED 2003 RFP? 
It would be imprudent to make such a commitment in advance of the bidding, 

though it may not be imprudent to actually acquire all such needs. My goal is to 

meet APS customer needs for reliable and economic power as efficiently as 

possible-period. I cannot fulfill that mission unless I have the flexibility to say 

%o.” As long as I have the power to say no, I have options, which means I have 
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Q. 

A. 

VI. 

Q. 
A. 

leverage in the negotiation with suppliers to serve those APS customer needs. If 

I am required to make a specific level of purchases regardless of price or credit- 

worthiness, either current or forecast, I lose that power and leverage, and 

customers get either more costly or less reliable service or both. 

WITHOUT GIVING OUT ANY TRADE SECRETS, HOW DO YOU GO 
ABOUT PUTTING TOGETHER A BALANCED PORTFOLIO OF 
PRODUCTS BOTH AS TO TERM AND PRICE? 

You study the market (both present and future), weigh credit considerations, 

evaluate regulatory risk, and factor in the inherent uncertainty of any load 

forecast. There is no magic formula, and if there were, I would not disclose it to 

potential suppliers in this public forum. That would be the same as giving up my 

power to say no, which is something no prudent buyer would ever surrender. 

But I can say that I will assemble the best portfolio of the three product types 

solicited, with diversity of terms (lengths) and of the various resources standing 

behind those products, as is possible given the bids received, the nature of our 

unmet needs, then-prevailing market conditions and other relevant factors. The 

goal is to bring incremental reliability and cost value to APS customers. And in 

doing so, I am mindful that the best hedge our customers have in this entire 

process in the broad portfolio of the Company’s existing capacity and energy 

resources, a hedge I intend to use to maximize that value. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

Yes. In my testimony, I have introduced the Company’s current thinking on 

Track B procurement. It is largely premised both on Mr. Ewen’s needs 

assessment and the Staff Report. Although a riskier and potentially more costly 
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Q. 

A. 

proposal than the Company’s existing procurement strategy, it is consistent with 

the Commission’s orders to date and still preserves significant flexibility, the 

most important aspect of which is the ability to reject any or all bids received as 

a result of this process. 

DOES THAT CONCLUDE YOUR PREFILED DIRECT TESTIMONY IN 
THIS PROCEEDING? 

Yes, it does. 
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A. 

DIRECT TESTIMONY OF STEVEN M. WHEELER 
ON BEHALF OF AFUZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051, et al.) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Steven M. Wheeler. I am Senior Vice President, Regulation, System 

Planning and Operations for Arizona Public Service Company (“APS” or 

“Company”). In that role, I am responsible for all regulatory matters affecting 

the Company before the Arizona Corporation Commission (“Commission”) and 

the Federal Energy Regulatory Commission (“FERC”). I am further responsible 

for the planning and operation of the APS transmission system and for the 

Company’s resource planning in general. 

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 
BACKGROUND? 

I received a Bachelors degree from Princeton University in 197 1. I graduated 

from Cornell University School of Law in 1974. From 1974 until 200 1, I was an 

attorney with Snell & Wilmer LLP in Phoenix, Arizona, involved in general 

business, real estate, environmental and public utility issues. During my 27 years 

at the firm, I represented APS and other public utilities in numerous state and 

FERC proceedings involving utility rate and service matters, generation and 

transmission siting, electric industry restructuring, resource planning and 

prudence reviews. 

WHAT rs THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS 
PROCEEDING? 

My testimony will respond to certain sections of the Commission’s Utilities 
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11. 

Q* 

Division Staff (“Staff”) Report in this proceeding dated October 25, 2002 (“Staff 

Report”). I also suggest certain modifications to that Staff Report. 

SUMMARY 

WOULD YOU PLEASE SUMMARIZE YOUR DIRECT TESTIMONY? 

It is the Company’s understanding that Staff wishes the Commission to formally 

adopt and approve the Staff Report. APS fully endorses the stated goals of the 

Staff Report and supports much of the substance. Moreover, the Company 

appreciates Staffs  willingness to assist in the Track B procurement process 

through active involvement and advice. But as is often the case, the devil is in 

the details. 

I am concerned both about the practicality of the Staff Report’s proposed 

timeline for this Track B procurement and that certain substantive proposals in 

the Staff Report may prove counterproductive and could frustrate the goals of a 

workable competitive procurement. Either concern could lead to higher power 

costs for APS and its customers. Therefore, I ask the Staff and the Commission 

to consider modifying the Staff Report in a manner that will (1) encourage more 

robust participation by sellers in the Track B procurement process; (2) reduce 

the regulatory uncertainty facing buyers, including APS, from this process; and 

(3) improve the objectivity and transparency of the Track I3 procurement 

process, These modifications include the following: 

e Commission approval of the results of the Track B 
procurement 

Commission assurance of full cost recovery of power 
acquired through any Commission-mandated procurement 

Refinement of the role of both Staff and the independent 

* 
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111. 

Q. 

A. 

Q* 

A. 

monitor during and after the Track B solicitation to bring 
finality to the process 

9 Modification of the “price to beat,” both in concept and in 
app 1 i c at i on 

More careful and precise definition of the actual scope and 
objectives of the required “Standards of Conduct” to avoid 
unintended counterproductive consequences 

Assurance by the Commission that confidential information 
will indeed be kept confidential through the bidding process 

THE TENSION BETWEEN GOALS AND PROCESS 

DOES APS AGREE WITH THE STATED GOALS OF THE STAFF 
REPORT? 

Absolutely. At pages I and 3 of the Staff Report, Staff endorses a transparent, 

open, flexible and understandable process that seeks reliable power at 

reasonable prices. Although the Staff Report goes on to make other statements 

concerning how it believes its goals can be accomplished, the overall objectives 

of transparency and consumer benefit are something APS can heartily endorse. 

I also wish to thank Staff for its use of an open collaborative process in 

developing the Staff Report. I believe that Staff listened to our comments and 

concerns even if they did not always agree with or adopt APS’ position in the 

final Staff Report. 

COULD YOU THEN PLEASE EXPLAIN WHY YOU ARE CONCERNED 
THAT THE STAFF’S PROPOSED TRACK B SCHEDULE AND 
PROCESS MIGHT BE IN CONFLICT WITH THIS OVERRIDING 
GOAL OF TRANSPARENCY AND CUSTOMER BENEFIT? 

There are several aspects of the Staff proposal that may not contribute to a 

“transparent process.” Indeed, they could add significant uncertainty for both 

buyers and sellers-uncertainty that could discourage at least some potential 
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sellers and add to the costs of procurement, thus thwarting an important part of 

Staffs overarching objective-reasonable costs for customers. 

Specifically, I am first referring to the absence of clear Commission, or even 

Staff, acceptance of the results of a power procurement process that Staff 

designed and that will be closely overseen by Staff and its independent monitor. 

This creates great uncertainty as to the eventual recoverability of costs incurred 

by APS through a process that represents such a significant change from its 

current procurement strategy-something of concern to both APS and potential 

sellers of power to APS. 

I am also concerned about the “price to beat” concept. It is unclear how such a 

“price to beat” will be developed or how it will be applied. To the extent it will 

represent some mysterious “black box” number that will surface only after 

purchase power agreements will be executed, “price to beat” contributes to 

uncertainty rather than transparency, 

The role of Staff and the independent monitor during the solicitation appear to 

contemplate numerous opportunities for the bidders to attempt to negotiate 

“around” the utility to influence the process or suggest new procurement 

protocols to enhance their position at either the expense of other bidders or the 

buyer, or both. See, e.g., Staff Report at 8, lines 11 through 15; and 9, lines 11 

through 14. I suggest that all discussions should be directly between bidders and 

the utility, with the participation of Staff andor  the independent monitor. 
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Q. 

A. 

The apparent opportunity for significant post-bidding “negotiation” of issues 

that should be resolved during the pre-solicitation process is also not helpfill to 

the cause of transparency. See Staff Report at 23, lines 26 through 28. It may 

also prove impractical. The timeline shown on page 29 of the Staff Report 

allows barely two weeks for post-bid evaluation and post-bid negotiation. If this 

process requires evaluation of numerous non-conforming bids suggesting 

alternative credit criteria, alternative products, or alternative transmission 

delivery points, there is simply insufficient time to do so in a manner that 

effectively protects the interests of APS customers. Knowing that the utility may 

be pressured to make a hurried analysis and decision, bidders may be tempted to 

engage is bid gaming. They could do so by confusing the process with a myriad 

of non-conforming bids and other variations in hopes of creating an overly 

complex and subjective process that could translate into higher customer costs. 

DO YOU HAVE ANY OTHER COMMENTS A4BOUT THE STAFF 
REPORT’S PROPOSED TIMELINE? 

As I discussed above, the post-bidding timeline is extremely short. In addition to 

the two-week window for evaluation and negotiation, which is further impacted 

by the requirement for extensive monitor and Staff involvement in this process, 

there is the need to await the monitor’s report and any Cornmission approval of 

such report before any contracts can actually be executed. And if one or more of 

the unsuccessful bidders challenges the monitor’s report, or if the Commission 

otherwise decides to review the solicitation process (see Staff Report at 12, lines 

5 through lo), contract execution could be even more significantly delayed. 

As it is, the schedule contemplates awarding contracts for reliability needs at the 

end of April for deliveries that will start barely two months later. Mr. Carlson, 
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IV 

Q* 

A. 

head of APS Procurement, tells me that this is simply too close for comfort. 

Many otherwise interested bidders may have already sold forward their capacity 

for 2003 by this time, or market prices may have turned unexpectedly higher. 

APS would normally have secured or significantly hedged its third quarter of 

2003 supplies well in advance of the beginning of the second quarter. That is 

why APS had proposed last July a 2003 bid based on a plan to be approved and 

in place by September 2002. That proposal was rendered moot by the 

Commission’s Track A order. 

ROLE OF STAFF AND THE COMMISSION 

WHAT ROLE WOULD APS RECOMMEND FOR STAFF AND THE 
COMMISSION IN THIS AND ANY FUTURE TRACK B 
SOLICITATION? 

Because Staff understandably wants to be heavily involved in the Track B 

solicitation process, Staff should be an active partner with a clearly defined role 

and commensurate responsibilities. At each stage of the pre-solicitation process, 

Staff should be able to comment on the assembly of the bid package and the 

identification of potential bidders. APS could either accept such comments or 

reject them, but Staff would be thereafter precluded from raising additional 

issues concerning pre-solicitation. The same process would then be used during 

the solicitation and the post-solicitation review and evaluation. Given the 

intense supervision of this entire process by Staff and the independent monitor, I 

would hope (as a matter of simple fairness) that comments and criticisms could 

be offered contemporaneously. This would provide the utility an opportunity to 

address such concerns while at the same time continuing on with the solicitation. 

After the evaluation is complete, and provisional contracts awarded to the 

winning bidders, the Commission should either affirmatively approve such 
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Q. 
A. 

V. 

Q* 

contracts within 15 days or alternatively, deem them as being approved if the 

independent monitor’s report (Staff Report at 1 I )  concludes that the solicitation 

was effective and fair. In either event, Commission approval should constitute a 

finding that the utility acted prudently and reasonably in entering into the 

approved contracts, both individually and collectively. Such finding should also 

provide for full and timely cost recovery, either through a purchase power 

adjustment mechanism or some similar procedure. Commission and Staff 

assurance of cost recovery is especially appropriate given that the Commission 

has mandated this procurement through a formal process and on a schedule not 

entirely of the Company’s choosing, and which is in contrast to the flexibility 

allowed in the current version 0fA.A.C R14-2-1606 (B). 

WHAT ARE THE ADVANTAGES OF THESE SUGGESTIONS? 

During the solicitation and pre-solicitation process, it affords the utility an 

opportunity to address and rectify actual or perceived flaws in the solicitation. 

At the end of the solicitation, it provides certainty to the buyer and seller that the 

awarded contracts will be honored and receive full rate recognition. This should 

reduce or eliminate any regulatory risk premium being added to the bids and 

encourage buyers to be more aggressive in accepting bids, especially those that 

do not meet Staffs “price to beat” or those for quantities above the needs 

described at page 4 of the Staff Report. Finally, the contemporaneous approval 

of Track B contracts prevents the later potential application of inipermissible 

hindsight in evaluating utility prudence and will remove a potentially 

contentious issue in future rate proceedings 

PRICE TO BEAT 

WHAT IS THE COMPANY’S REACTION TO THE “PRICE TO BEAT” 
CONCEPT? 
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A. 

Q* 

A. 

Q. 

A. 

Q* 

APS has no objections to the general “concept” of “price to beat” or similar 

“safe harbor” provisions in the solicitation. However, the Staff Report says little 

about how the “price to beat” will be determined, although what it does say 

causes-me some concern. It is also clear that the utility will not be told of the 

“price to beat” until it is too late. A “safe harbor” does little good if the location 

of the harbor is hidden until after the ship has already foundered. 

WHEN SHOULD STAFF DISCLOSE THE “PRICE TO BEAT” TO THE 
UTILITY AS PART OF THE BID EVALUATION PROCESS? 

The relevant “price to beat” should be revealed to the utility on a confidential 

basis after the bidding is complete and during the evaluation process. It should 

certainly be revealed prior to any contracts being signed. Such disclosure would 

not affect the bidding in either this Track B solicitation or in future solicitations. 

WHY SHOULD THE “PRICE TO BEAT” BE DISCLOSED TO THE 
UTILITY PRIOR TO CONTRACT EXECUTION? 

If Staffs evaluation indicates that a bid or set of bids is, in some sense, too high, 

I would strongly argue that the public interest would best be served by so 

informing the utility before contractual commitments are made that could 

impose unnecessarily higher costs on customers. The proposal to keep “price to 

beat” as a Staff secret that would be revealed at some unknown future moment 

to support disallowance of power costs for which the utility was already 

contractually committed was a change in the final Staff Report from earlier 

drafts. Yet, I fail to see any public policy purpose in not - disclosing “price to 

beat,” or for that matter other specific Staff concerns, before such contractual 

commitments are made. 

WHAT A YOUR CONCERNS ABOUT THE ACTUAL 
DETERNIINATIQN OF ‘‘PRICE TO BEAT”? 
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A. 

VI. 

Q* 

A. 

Q* 

A. 

The Staff Report seems to contemplate a single price or price forecast for a 

given product. This implies a degree of precision that is likely unobtainable and 

assumes a superior ability in price forecasting that is difficult to demonstrate 

except with hindsight. This benchmark price would appear especially difficult to 

apply if the bid price were indexed to, for example, the price of natural gas or to 

some measure of power price inflation. Even when used in evaluating a multi- 

year fixed price product, the “price to beat” should be based on executable 

forward market prices obtainable from independent brokers. Alternatives such as 

the non-market-based “cost-of-service” or scenario-based price forecasts do not 

accurately reflect the current discounted value of the product or products 

actually available for purchase in the market. 

I 

STANDARDS OF CONDUCT 

WILL APS SUBMIT STANDARDS OF CONDUCT AS PROPOSED IN 
THE STAFF REPORT? 

Yes. APS will comply with any Track B procurement requirement ordered by 

the Commission. 

WHAT ISSUES WILL BE ADDRESSED BY ANY SUCH STANDARDS 
OF CONDUCT? 

These are listed at page 38 of the Staff Report. However, some of the specific 

language on these issues in the Staff Report could be interpreted in such an 

overly literal fashion as to be internally inconsistent and counterproductive to 

efficient power procurement by the Company. APS will work with Staff to 

clarify these points. What I can say today is that with or without Standards of 

Conduct as proposed by Staff, APS employees will conduct this solicitation, and 

they will act solely in the best interests of APS and its customers. Any Pinnacle 
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Q* 

A. 

West employees used by APS for this solicitation will also be required to act in 

the best interests of APS and its customers. 

COULD YOU CITE A FEW EXAMPLES OF WHAT YOU ARE 
REFERRING TO CONCERNING LANGUAGE IN THE STAFF 
REPORT THAT APPEARS TROUBLING IF TAKEN LITERALLY? 

Yes. At page 19, lines 15 through 19 of the Staff Report, it appears that any APS 

personnel involved with - APS generation cannot “participate in the solicitation 

preparation or evaluation of bids, or have any contact regarding the solicitation 

with any personnel assigned to conduct the solicitation . . .” Because Mr. 

Carlson, the Company’s witness on Track B solicitation and head of the 

Company’s power procurement department, is part of APS generation, this 

prohibition would make it impossible for APS to even conduct the Track B 

solicitation. And APS also receives shared services such as legal, risk 

management and environmental support from Pinnacle West Capital 

Corporation (“Pinnacle West”), which (through a separate division) is “involved 

in the sale or marketing of resources from generating assets owned by the utility 

[APS].” APS does not propose to attempt to prepare a solicitation and evaluate 

bids without legal assistance, or without input on environmental and credit 

issues. This would be a disservice to our customers. 

Similarly, at page 37, the Staff Report uses absolutes such as “all contact” or “no 

contact” when describing the “wall” it proposes to erect between APS and its 

affiliates. I assume (or at least hope) that contacts not relating to the Track B 

solicitation such as those from the Pinnacle West employee benefits personnel, 

or from other shared services, were not intended to be swept into the scope of  

this prohibition, Although page 38 does so qualify the Staff Report’s apparent 
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VII. 

Q. 

A. 

VIII. 

Q. 
A. 

intent, there are sufficient examples to the contrary IO warrant cooperation 

between Staff and the Company in compiling any such Standards of Conduct. 

CONFIDENTIALITY OF DATA 

WHY IS DATA CONFIDENTIALITY AN ISSUE IF THE STAFF 
REPORT PROVIDES FOR CONFIDENTIALITY OF UTILITY COST 
INFORMATION, FORECASTS OF MARKET PRICES AND OTHER 
PROPRIETARY UTILITY DATA? 

The parties, both buyers and sellers, require a Commission order that validates 

Staffs position on confidentiality. Specifically, the Staff Report states that: 

“[Plrice and cost forecasts for power supplies and fuel costs prepared by, or 

available to the utility, will not be made available to bidders.” See Staff Report 

at 13, lines 12 through 14. Page 8, lines 24 through 26 speaks of other 

information that may be restricted. Other data is available only to those who 

have entered into protective agreements. See Staff Report at 13, lines 10 through 

12. The discovery process in this proceeding has made it perfectly clear to me 

that “confidential” should mean “confidential” and not “sort of confidential’’ or 

“partially confidential” or “confidential until somebody asks for it.” This is a 

highly competitive business, and there are millions of dollars at stake for APS 

and its customers and for potential sellers as well. If they are to fully and 

enthusiastically participate in this process, they must have absolute assurance 

that their competitively sensitive and proprietary information will be protected 

from competitors or those engaged in the Track €3 bidding. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

Yes. APS appreciates Staffs efforts to develop a workable procurement process 

that aims to benefits consumers. My comments are made in the sincere hope that 
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Q* 

A. 

the recommendations in my testimony will lead to less uncertainty, greater 

participation, more openness, and fewer disputes down the road. All of these 

will improve the likelihood of realizing the goals laid down at the beginning of 

that Staff Report. 

DOES THAT CONCLUDE YOUR PREFILED DIRECT TESTIMONY IN 
THIS PROCEEDING? 

Yes, it does. 
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11. 

Q. 

A. 

REBUTTAL TESTIMONY OF PETER M. EWEN 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051, et al.) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Pete Ewen. I am the Manager of the Forecasts Department at 

Arizona Public Service Company (“APS’ or “Company”). 

DID YOU FILE DIRECT TESTIMONY IN THIS PROCEEDING? 

Yes. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

My rebuttal testimony will respond to certain assertions made in this proceeding by 

PanddTECO witness Dr. Craig Roach and National Energy Group (“NEG”) witness 

Mr. Thomas Broderick. Specifically, I will provide additional explanation of my 

calculation of unmet needs, address the accuracy of the October 2002 APS load 

forecast, and provide additional clarification regarding the determination and treatment 

of reliability must-run (‘‘FWR’) requirements, as well as reserve margin calculations. 

SUMMARY 

WOULD YOU PLEASE SUMMARIZE YOUR REBUTTAL 
TESTIMONY? 

As I explained in my direct testimony, I derived APS’s unmet needs for capacity 

and energy from a comparison of APS’s expected energy and peak demand 

requirements with the availability of APS resources to meet those needs. I 

calculated this amount by following the definition set out by the Commission in 

Track A and adopted in the October 25, 2002 Staff Report (“Staff Report”). 
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111. 

Q. 

A. 

Q. 

A. 

Q* 

A. 

See Decision No. 65154 (September 10, 2002); see also Staff Report at 4. In 

essence, this calculation simply affirms that APS’ s procurement of power from 

the wholesale market will be done under two separate processes - a formal 

solicitation process for our reliability needs and an economy energy 

procurement process. My rebuttal testimony further demonstrates both how 

accurate APS’s forecasts have been and that the estimate of unmet needs 

provided and explained to the merchant Intervenors at the November 6 

workshop is the appropriate estimate to use. 

CALCULATION OF UNMET NEED 

WOULD YOU PLEASE SUMMARIZE AGAIN HOW YOU ESTIMATED 
APS’S UNMET ENERGY NEEDS? 

Briefly, I derived APS’s unmet needs for capacity and energy from a 

comparison of the expected energy and peak demand requirements over the next 

ten years with the availability of APS resources to meet those needs. The 

specific analysis is discussed in great detail in my direct testimony so I will not 

repeat those details here. 

DO YOU BELIEVE THAT YOU HAVE UNDERSTATED APS’S UNMET 
ENERGY NEEDS AS ASSERTED BY DR. ROACH AND MR. BRODERICK? 

Not in the least. I calculated APS’s unmet needs by following the definition set out by 

the Commission in Track A (see Decision No. 65154) and in the Staff Report. This 

prescribed methodology is an accurate depiction of APS’s reliability needs. 

DO YOU BELIEVE THAT YOU MISUNDERSTOOD THE COMMISSION’S 
OR STAFF’S INTENT? 

No, I do not. In Decision No. 65154, the Commission ordered APS to “acquire, at a 

minimum, any required power that cannot be produced from its own existing assets, 
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Q. 

A. 

Q. 

A. 

through the competitive procurement process as developed in the Track B proceeding.” 

(Decision No. 65154 at 23, 33, emphasis added.) Staff provided further guidance in 

the Staff Report when it explained: 

The Staff believes the solicitation in 2003 should be for the energy 
and capacity the utility cannot supply from generation assets that 
are included in the utility’s rate base, from contracts in effect, as of 
September 1, 2002. and from generation sources it must take as a 
result of law or regulation (QF’s and Environmental Portfolio 
sources). [Emphasis added.] 

(Staff Report at 35, lines 4-8.) Not coincidentally, I believe Tucson Electric Power 

(“TEP”) has used precisely the same method as I did for calculating its unmet needs 

and has not been criticized by any witness in these proceedings. 

WHAT ABOUT THE REFERENCE TO “AT A MINIMUM” IN THE 
DECISION? 

The Commission explained that APS “may decide to retire or displace inefficient, 

uneconomic, environmentally undesirable plants,” an action that might result in an 

increase in unmet needs. (Decision No. 65154, fn. 8 at 23.) APS has already 

accounted for such factors in its forecast. As a result, my direct testimony addressed 

our retirement plans and discussed economic displacement through a separate process. 

See Testimony of Peter M. Ewen at 18, 22. 

HOW WOULD YOU RESPOND TO DR. ROACH’S AND MR. 
BRODERICK’ S ASSERTIONS THAT THEIR REVISED 
CALCULATIONS OF APS’S UNMET NEEDS BETTER COMPARE TO 
“STAFF’S CALCULATION”? 

It is important to note that Staff did not prepare an independent calculation of 

APS’s unmet needs. Instead, as noted in the Staff Report, Staff portrayed APS’s 

unmet needs based on information provided by APS at a workshop in August. 

As I explained at the November 6 workshop, those numbers were merely 

“estimates” based on then available information and assumptions. They were 
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Q. 

A. 

never intended to be definitive forecasts that would precisely define or limit the 

power to be procured in a process that would start deliveries almost a year later. 

DO YOU BELIEVE THAT YOUR ESTIMATE OF UNMET NEEDS 
APPROPRIATELY ADDRESSES THE ECONOMIC VALUE OF APS’S 
EXISTING PLANTS? 

Yes, I do. Contrary to the assertion by Mr. Broderick, this calculation of unmet needs 

does not at all “overstat[e] the economic level of output of its exiting [sic] units.” 

(Testimony of Thomas Broderick at 3.) In fact, it does not even attempt to portray the 

economic value of the existing units. My direct testimony, in concert with Mr. 

Carlson’s direct testimony, clearly distinguished the procurement of power from the 

wholesale market into two separate processes - a formal solicitation for our reliability 

needs (unmet capacity and energy needs as defined by the Staff report), and an 

economy energy procurement process that allows APS to make periodic smaller-scale 

purchases on an on-going basis to displace its own generation when it is economic to 

do so. 

As Mr. Carlson describes in his rebuttal testimony, purchasing from the market in this 

manner is the best way to acquire sufficient quantities of economic energy without 

“moving the market” to the disadvantage of APS customers. Although this 

procurement strategy, which will be conducted in a fair, unbiased and equitable 

manner, may not result in the one time, large volume contracts that the merchant 

generators desire, it provides for the greatest amount of competition by not foreclosing 

the selective participation of other regional generators who may have excess capacity 

only at certain times of each year. Allowing APS to maximize its possible pool of 

suppliers at times of its choosing will be the most effective way of maintaining 

downward pressure on prices throughout the procurement process, thereby providing 
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IV. 

Q* 

A. 

Q. 

A. 

Q. 

A. 

the greatest benefits to APS and its customers. Because the benefits of separating these 

two types of needs is so clear, I will focus the remainder of my rebuttal testimony on 

the issues relating to the accuracy of our load forecast and on the mischaracterizations 

of our unmet needs assessment. 

LOAD FORECAST ACCURACY 

HOW DID APS USE ITS MOST RECENT FORECAST OF DEMAND 
AND ENERGY TO DETERMINE ITS ASSESSMENT OF UNMET 
NEED? 

As I explained in my direct testimony, I determined A P S ’ s  unmet needs using 

our most recent forecast of demand and energy completed in October of this 

year. In calculating those unmet needs, I used methods that are consistent with 

the industry and that are similar to the methods documented in each of the 

Company’s most recent IRP filings (in 1992 and 1995). Furthermore, the 

accuracy of these methods (particularly in the near-term) is very good, with an 

average error rate of less than two percent when projecting the next year’s 

energy demand. 

GIVEN THEIR GENERALIZED CRITICISMS, DID EITHER DR. 
ROACH OR MR. BRODERICK CRITICIZE ANY SPECIFIC ELEMENT 
OF YOUR LOAD FORECASTING METHODOLOGY? 

No. 

DID EITHER WITNESS PROPOSE ANY ALTERNATIVE 
ASSUMPTIONS OR METHODOLOGIES BEADOPTED FOR THE 
RETAIL CUSTOMER LOAD FORECAST? 

No. 
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A. 

WOULD YOU RESPOND TO DR. ROACH’S ASSERTION THAT APS’S 
LOAD FORECAST REFLECTS A PERSISTENT UNDERESTIMATION 
OF PEAK LOAD? 

Yes. I explained in great detail in my direct testimony the steps that APS applies 

in preparing its load forecast. As I indicated there, APS has every incentive to 

be as accurate as possible in its forecasting efforts. I also described some of the 

unique circumstances that led to faster than projected growth during the time in 

question. It also is clear that the merchant generators would prefer as high a 

forecast as possible, because a higher forecast naturally leads to a higher 

projected unmet need. As a practical matter, the forecasting process at APS is 

one that considers the range of possible outcomes in the future and selects the 

outcome that has the greatest probability of being right. Hindsight review may 

reveal that the projected value we selected was too low or too high for a period 

of time, but that does not help much in selecting the next expected case forecast. 

A flipped coin can turn up heads three or four times in a row, but the chances of 

the next flip being heads is still just 50/50. As a case in point, we have projected 

growth in Arizona population for the next two years to average 2.8%. We 

know, however, that depending on how the economy rebounds from this latest 

recession, we reasonably could see population growth anywhere between 2.4% 

and 3.2%. The amount of demand uncertainty related to this one variable alone 

is about 130 Mw. Obviously, other factors also will affect the actual growth in 

peak demand. While we all hope that economic growth will recover stronger 

than we have predicted, there is no guarantee that it will. If it does, though, one 

can not conclude that our current forecast is “poor.” 
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Q. 

A. 

Q. 

A. 

WOULD YOU PLEASE RESPOND TO DR. ROACH’S ALLEGATIONS 
THAT APS HAS ENGAGED IN UNSPECIFIED FORECASTING 
“GIMMICKS”? 

It seems particularly notable that Dr. Roach reaches his “conclusion” based only 

on a reference to supposed prior underforecasting. Dr. Roach never identifies 

any such specific “gimmicks,” nor can he, because none were used. Moreover, 

as I explain in more detail below, APS’s forecasting has been remarkably 

accurate, particularly in the last few years. 

DOES AN EXAMINATION OF APS’S HISTORICAL FORECAST 
ACCURACY PRESENT A COMPLETE PICTURE JUSTIFYING THE 
ASSERTIONS BY DR. ROACH AND MR. BRODERICK THAT APS 
FORECASTS ARE UNREASONABLE? 

No, it does not. Unfortunately, and based only on a superficial examination of our 

historical forecast accuracy, Dr. Roach and Mr. Broderick conclude that APS has 

conducted “poor forecasting.” That is simply not true. A better way to assess how 

“good” a forecast was may be to compare that forecast against others trying to forecast 

the same thing. Put another way, the expost identification of forecast “error” using the 

lens of perfect hindsight does not “prove” that the forecast was unreasonable when 

made. 

Schedule PME-1R shows APS’s forecasting performance as compared to other 

contemporaneous energy demand forecasts prepared by Western U.S. utilities for the 

Western Electric Coordinating Council’s (“WECC’s”) 1 0-Year Coordinated Plan. The 

schedule presents average peak demand and energy forecast errors in recent years for 

APS side by side with the forecast errors of all utilities within each of the four regions 

of the WECC. It is notable that such a presentation should be statistically biased 

against APS because the aggregate forecast errors for a region will always be lower 

than the average of the forecast errors from the individual companies contributing to 
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Q.  
A. 

the forecast. That is, the accuracy of the aggregated forecasts benefits from some 

companies overforecasting and some companies underforecasting. The very best that 

the average of the individual forecasts can do is to match the aggregated forecast 

accuracy; the average of the individual forecasts can never do better than the 

aggregated forecast. 

What can be observed from the schedule is that APS’s forecast accuracy is remarkable 

when stacked up against other regional utilities. No single region has forecasted peak 

demand more accurately 1 -year ahead or 2-years ahead than has APS since 1998. On a 

3-year ahead basis, only one region achieved accuracy results even comparable to APS. 

The accuracy results for energy forecasts show that APS had more accurate forecasts 

than any region for 1-year ahead forecasts, was comparable to two regions and far 

better than the other two regions for 2-year ahead forecasts, and was vastly better than 

three of the four regions for 3-year ahead forecasts. Again, this comparison is naturally 

biased against APS. 

WHAT DO THE ABOVE COMPARISONS DEMONSTRATE? 

It should be clear from the above comparisons that APS’s load forecasts are 

strikingly accurate, particularly in the last few years, when compared to the 

industry. When you consider that accuracy in this situation ( ie . ,  where APS has 

every incentive for an accurate forecast while the merchant Intervenors’ 

preference would be for as high a forecast as possible, regardless of support), 

APS’s load forecasts are precisely the forecasts that should be relied upon for 

the procurement process. 
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A. 

HOW DO YOU RESPOND TO MR. BRODERICK’S PROPOSED 

I reject Mr. Broderick’s adjustments to the forecast to add in non-APS load. He 

includes in the APS retail and wholesale standard offer load forecast amounts 

for wholesale customers who are no longer APS customers. For example, the 

largest of these customers, Citizens Telecommunications Corporation 

(“Citizens”), asked to cancel its agreement with APS and negotiated a new 

contract with Pinnacle West Marketing and Trading (“M&T”) in June 2001, 

long before Track B was established. APS has no responsibility or obligation to 

meet this contract load with APS generation nor does M&T serve it using any 

APS resources. 

ADDITIONS OF NON-APS LOAD TO YOUR FORECAST? 

WOULD YOU EXPLAIN THEN WHY SUCH NON-APS LOAD IS 
INCLUDED IN CERTAIN PEAK DEMAND INFORMATION AND 
EXCLUDED FROM OTHER INFORMATION? 

Yes. Mr. Broderick is correct that these M&T customers are included in the 

presentation of certain peak demand information and excluded from other 

information, and I can certainly see how that might be superficially confusing. 

In one case (the higher peak demand number), the presentation of peak demand 

represents the Company’s delivery obligation, or the maximum demand that our 

transmission and distribution system was required to carry in that year. In the 

other case (the lower peak demand number), the presentation of peak demand 

represents the APS generation obligation, or the maximum demand that APS 

was required serve from its own generation resources. With respect to Citizens, 

M&T owns the generation obligation via the June 2001 contract. APS, of 

course, retains the delivery obligation because Citizens’ load is in the APS 

control area. Although not the ideal way to do it, we provided these separate 

representations of peak demand in the discovery process only because in our 
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Q. 

A. 

historical data we do not have the weather-normalized system peak excluding 

Citizens and TOUA prior to 200 1. 

WHAT ABOUT THE FOUR CONTRACTS THAT MR. BRODERICK 
ARGUES SHOULD BE TREATED AS PINNACLE WEST 
CONTRACTS? 

Mr. Broderick’s assertion is wrong. Schedule PME-2R attached to this 

testimony shows six contracts and the dates they were signed. One can see from 

the schedule that four contracts for the summer of 2003 were transacted between 

March 28, 2000 and March 30, 2000 by APS. The counterparties on these 

contracts were Williams, Morgan Stanley, Constellation and Enron. These 

purchases were made for the purpose of serving our retail customer load. The 

last two contracts in the schedule were both transacted on November 29, 200 1. 

One is a sale from APS back to Enron to close out the purchase from Enron as a 

result of Enron’s bankruptcy. The other contract, also entered into on November 

29, 2001, was with Morgan Stanley and was the replacement contract for the 

closed out Enron position. APS’s net purchase position did not change as a 

result of these last two transactions. 

Notably, for each of those original four contracts, the purchaser was APS and 

not Pinnacle West as alleged by Mr. Broderick. (See Testimony of Thomas 

Broderick at 15.) Because these contracts were provided in discovery, it is 

difficult for me to understand why or how Mr. Broderick could possibly have 

concluded that these were Pinnacle West contracts that were somehow 

“assigned” to APS. (See Testimony of Thomas Broderick at 15.) There is no 

legitimate justification for removing these contracts from APS’s pre-existing 

resources. 
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Q. 

A. 

V. 

Q9 

A. 

ARE DR. ROACH’S AND MR. BRODERICK’S CRITICISMS OF OUR 
RMR CALCULATIONS VALID? 

No. As one can see in Schedule PME-1 attached to my direct testimony, the 

amounts of capacity and energy for RMR service are quite small. Because they 

are so small and clearly could be met by any non-APS unit within metro- 

Phoenix, I find it difficult to comprehend Dr. Roach’s position that these tiny 

amounts represent a shield for in-Valley Pinnacle West Energy Corporation 

(“PWEC”) units. Nothing in my testimony or in Mr. Carlson’s testimony could 

be construed as remotely suggesting such an attempt. I find the accusation even 

more remarkable in light of Mr. Carlson’s direct testimony to the effect that APS 

will entertain any bids for such non-APS RMR service and could select a 

winning bidder other than PWEC if the price were more favorable and 

deliverability was assured. To restate my direct testimony, APS desires to keep 

the procurement of non-APS RMR service separate (but concurrent) because of 

the unique nature of the service required. 

NOVEMBER ESTIMATE OF UNMET NEEDS 

WHAT WERE THE DIFFERENCES BETWEEN THE ESTIMATES OF 
UNMET NEEDS APS PROVIDED IN AUGUST AND THOSE 
PROVIDED AT THE NOVEMBER WORKSHOP? 

At the November 6 workshop, I provided a handout to all of the participants, 

including Mr. Broderick and Dr. Roach, that explained and reconciled the 

differences between the calculation of estimated unmet needs provided in 

August and the calculation provided in November, and that handout is attached 

here as Schedule PME-3R. From the schedule, one can see that the APS 

estimate of unmet capacity need was lowered by 549 Mw in 2003, 655 Mw in 
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A. 

Q. 

A. 

2004, and 904 Mw in 2005. One can also see that the estimate of unmet energy 

need was reduced by 5,095 gwh in 2003, 5,370 gwh in 2004 and 6,027 gwh in 

2005. 

WHY DO YOU KEEP REFERRING TO THESE CALCULATIONS AS 
“ESTIMATES” ? 

Because they are. As I described in my direct testimony, they are based on a 

variety of critical forecast assumptions such as: the rate of economic growth; 

the relative intensity of electric usage; the rate of adoption of new electricity 

using devices; hotter or cooler weather; and power plant and transmission 

system performance. The actual unmet need can only be determined in real time 

and totaled after the fact. Thus, I caution everyone not to impart a degree of 

precision and finality to these estimates that is unrealistic. 

WOULD YOU PLEASE EXPLAIN THE ADJUSTMENTS MADE 
BETWEEN AUGUST AND NOVEMBER? 

Yes. Several adjustments were included in the November estimates that make 

that estimate more accurate. 

First, the load forecast was revised in late September (released in October), as it 

typically is, as a result of completing the summer and being able to assess the 

actual as compared to expected growth in peak demand. The new load forecast 

lowered the peak demand for 2003 by 212 Mw, but raised the energy forecast by 

89 gwh. While the revisions to forecasted peak demand and energy amounts 

usually go in the same direction, in this instance they did not because the 

previous forecast had added too much demand for the amount of energy in the 
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forecast. The result was a projected load factor that was far lower than what had 

historically been experienced. The October 2002 forecast corrected this 

anomaly. Schedule PME-4R shows the system load factors that resulted from 

each forecast and compares them with the historical experience. One can clearly 

see that the current forecast has an appropriately balanced peak demand and 

energy forecast. 

The second adjustment relates to the portrayal of reserve margin. In my direct 

testimony, I described quite clearly how and why I calculated the reserve margin 

the way I did. Specifically, our historical practice has been to purchase firm 

capacity and energy products where the seller provides reserves, and this is a 

standard procurement practice across the industry. The two long-term contracts 

described in discovery - the SRP Territorial purchase and the Pacificorp 

diversity exchange - both are examples of firm purchases where the sellers (SRP 

and Pacificorp) provide the reserves. In contrast, the contingent portion of the 

SRP purchase is not firm, so APS does carry reserves for this portion of the 

contract. 

Although Dr. Roach takes great exception to this method, it should be clear that 

his portrayal of a higher reserve requirement is only a matter of presentation that 

does not affect the calculation of unmet needs. That is, there is a total reserve 

margin associated with APS’s load that must be provided, and the assignment of 

reserves to one party or another comes down to whether a purchase is firm or 

contingent. As Mr. Carlson describes in his testimony, a firm purchase (where 

the seller provides reserves) normally will be more valuable and command a 

higher price than a contingent purchase (where the buyer takes on the reserve 
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A. 

risk). Traditionally, when APS has evaluated its capacity reliability needs, we 

have concluded that we must have firm capacity to cover our peak needs. This 

is precisely why Mr. Carlson included firm capacity as one of the products APS 

would be soliciting. While I believe it is slightly misleading to portray the APS 

unmet need as including &l of the required reserves (because our reliability 

needs must be met with firm capacity) just to produce a higher number, it does 

not have any effect on the ultimate solicitation. Firm capacity offers naturally 

will be worth more than contingent offers, and the change in reserve margin 

presentation has absolutely no effect on the amount of energy APS needs for 

reliability purposes. In other words, I could accept Dr. Roach’s method of 

presenting reserve requirements, but that would not increase the amount of our 

solicitation for firm power to meet our reliability needs. 

DID YOU TREAT RMR SERVICE DIFFERENTLY BETWEEN THE 
AUGUST AND NOVEMBER ESTIMATES OF UNMET NEEDS? 

Yes. Another factor that contributed to the differences in unmet needs was the 

preliminary “pla~eholder’~ estimate of the amount of RMR service that may be 

required in the metro-Phoenix load pocket included in the estimate of unmet 

needs provided at the November workshop. That estimate was not available at 

the time the August estimate of unmet needs was prepared, and APS clearly 

indicated so at the time. 

WHAT ABOUT THE IMPACT OF ENERGY PRODUCED BY APS OWNED 
GENERATION ON THE ESTIMATES OF UNMET NEEDS? 

Perhaps the single largest adjustment between the August and November 

estimates of unmet needs relates to the amount of energy produced by APS 

owned generation and firm purchases (or, conversely, the amount of unmet 

energy need). Although the appropriate recognition of the March 2000 contract 

- 14-  



2 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

e 26 

Q. 

A. 

purchases lowered the unmet energy need by 215 gwh, the remainder of the 

adjustment largely came from the exclusion of the PWEC units in the modeling 

process. Prior to the Commission’s Track A order, APS had assumed that the 

new PWEC combined cycle units would be dedicated to native load and, as a 

result, all of the resource projections until that time dispatched those units 

alongside the APS units at marginal running costs rather than market value. As 

more efficient units, these new units understandably were dispatched ahead of 

the older gas-fired generation, leaving the older gas-fired generation with many 

hours where they were idle or running at lower capacity factors. 

When the Commission defined how to calculate unmet needs in the Track A 

order, and Staff provided its further guidance in the Staff Report, the new 

PWEC units were appropriately excluded from the dispatch model and the 

system was redispatched. In the absence of these new units, the older gas-fired 

generation was forced to make up the slack, and the idle and low capacity factor 

hours evaporated. Note that neither the August nor November dispatch runs 

included economy energy. This explains why the economy energy figures 

shown on Schedule PME-13 of my direct testimony do not match the PWEC 

energy amounts provided in the August 2002 workshop handout. Once you 

introduce economy energy and remove the PWEC units, the PWEC energy from 

the August handout is replaced by a combination of both increased output from 

APS units and energy. 

DO YOU BELIEVE THAT THIS METHOD UNDERESTIMATES APS’S 
RELIABILITY NEEDS? 

No. This method provides the current best estimate of APS’s reliability needs. 

The estimates will continue to be refined, however, in future years, just as in 
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past years. As explained in more detail in Mr. Carlson’s testimony, APS will 

procure additional energy as it is economic to do so. 

WOULD YOU PLEASE SUMMARIZE THE DIFFERENCES BETWEEN 
THE AUGUST AND NOVEMBER ESTIMATES OF UNMET NEEDS? 

Yes. To summarize the above discussion, the August estimate of unmet needs 

differed from my November presentation because it (i) was computed using a 

different methodology for dedicated merchant unit energy, (ii) omitted roughly 

185 Mw and 215 gwh of legitimate preexisting purchase contracts, (iii) 

portrayed reserve margin differently, (iv) did not include the special conditions 

of metro Phoenix RMR service, and (v) used a load forecast that was 

subsequently updated. These adjustments are reflected in the estimate included 

in my direct testimony and provided at the November workshop and more 

accurately reflect APS’s unmet needs for reliability purposes. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

Yes. I have responded to the comments made by Dr. Roach and Mr. Broderick 

regarding the calculation of APS’s unmet needs and the accuracy of our 

forecast. I have again explained the adjustments made to develop the more 

accurate calculation of unmet needs provided at the November 6 workshop. I 

also have attempted to make clear that APS has every incentive to prepare an 

accurate forecast and has a good track record in preparing those forecasts. The 

fact that I may not have addressed any specific witnesses’ argument does not 

imply agreement with such argument. 
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DOES THAT CONCLUDE YOUR PREFILED REBUTTAL TESTIMONY 
IN THIS PROCEEDING? 

Yes, it does. 
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SCHEDULE PME-2R 



WiliEiiaans Energy Marketing & Trading Company 
Physicd Confirmation 

To: Arizona Pubhc Service Company 
Attn: Don Stoneberger 
Date: March 3 1.200 
Fax: (602) 250-2325 
Ref.: 54236 

Pursuant and subject to the terms aid conditions of the Western Systems Power Pool Agreement, this confirms the 
followiiig Transaction negotiated between Steve Culliton of Williams and Don Stoneberger of Arimiia Public Service 
Company. 

Transactioo Date: 

Buyer: 

Seller: 

Product: 

T e m  
July i-?1,2001 
August 1-3 1 .?(K) I 
September 1-30.2001 
July 1-3 1.20M 
August 1-3 1,2002 
Septrmher 1-30,2002 
July I -: 1,2003 

Schedule: 
Mon-Sat Fib YP'I'  0'7.0U 1 

March 30,2000 

-4rizona Public Service Company 

\-Trilli;uns Energy Mzrketing & Trading Company 

Electricity Firm On-Peak Power Pacific Prevailing Time 

Quantity Fixed once  Differential 
l?j,GO0 M w h ' s  (25 MW's) 
10.800 MWh's (25 MW's) 
9,600 MWh's (25 MW's) 
10.400 MWh's (25 MWs) 
10,800 M W s  (25 MW's) 
9.600 IvSNh's (25 MWS) 
10,400 M W s  (25 MWS) 

iO.000 MWh's (24 MW's) 
10,400 M'Ws ( 2 5  M'WS) 

1-u 2200, exci holidaix 
Mon-Sat HE PPT 07:OO ihm 23:00, XCI holidays 
Mon-Sat HE PPT 07:OO thru 2 9 0 ,  cxc1 holidays 

Holiday Calendar: NERC 

Contract Quantity: 92,000 MWI's 

Delivery Point(s): Palo Verde Switchyard 

Service Schedule C'I X - Types of Service: 

Performance Obligation: X FIRM NON-FIKbI 

Special Pmvisions: 

per MWh 
per MWh 
per MWh 
per MWh 
per MWh 
per MWh 
per MWh 
-pcrMWh 
per MWh 

W A  
NiA 
NI'A 
NIA 
NIA 
N:A 
NIA 
N!A 
NIA 

These specific terms and conditions together with the Western Systems Power Pool Agreement shall constitute the entirev 
of the agreement between Buyer and Seller unless Company furnishes to Williams notice of alleged errors by facsimile, 
other electrmic, rraiismission, or first class mail by rlx zarlier of the fifth (51hj Business Day h!lowing thz Business Dzir of 
receipt of this Confirmation from Wil l ims  or six (6) hours prior to the Period of Delivery, this Confirination shall bz 
coilelusive evidzncz of the Transaction thac is the subject matter thereof, and shall, along with the relms herein, be the 
final tspression of all its terms, nohxithstanding any failure of Company to execute such Confirmation. 



Af?!ZO1.1,4 PUBLIC SERVICE CDMPAN'I y q ~ ~ ~ ~ s  E ~ R G Y  W E T I N G  B TRADING 
COMP-NY 

Signature: & . F;., '%lA rv- 

--- - Pn't'd Narna: Dawd A H a m  

Tie: Director. Bulk Power Marketinq 

Date: i+,S.OZr 
8 Resource Operations 

BY. ~~~ 

Greg f ickl  
Dmctor of Power TradLng 

prcpvcd by Angela Perry, h k  Control Management 
Phone NO (918) 573-2000 
Fax No (918) 573-8233 

RcP 84236 



Arizona Public Service Company 
Am: Frank Moreno 
Fax 602-250-3 199 

MS Reference: e76373 
Trade Date: March 30, 2000 

Revised Confirmation 
M a y  15,2000 

This is to con f i rm  Morgan Stanley Capital Group Inc.'s (MSCGI) sale of fm energy to Arizona Public 
Service Company (US). This transaction has been concluded under the Western System Power Pool 
(WSPP) Master Agreement as revised February 1,2000, and as may be mended from time to time. With 
additional terms as stated below: 

Buyer: APS 

Seller MSCG 

Term: July 1, 2001 through September 30,2001 
July 1, 2002 through September 30, 2002 
July 1, 2003 through September 30, 2003 

Delivery : Monday through Saturday, Hours Ending 0700 through 2200 Pacific 
Prevailing Time (PPT)? excluding NERC Holidays. 

Quantity: Fifty (50) MW of firm energy per hour. 

Delivery Location: Palo Verde  

Energy Price: $ per b1WH 

Scheduling: All scheduling will he completed by the Business Day prior to the day or' 
delivery. 

Morgan Stanley Real-Time Communications and Scheduling: 

212-761-8748 O E C ~  
2 12-76 $92 Fix 

Please confirm that the  terms stated herein accurately reflect the agreement reached between 
APS and MSCG by returning an executed copy of this Confirmation Letter. (Fax: 212-761-0292.) 

Morgan Stanley Capital Group lnc. 
Joseph F. Delaney, 111 

ARIZONA PUBLIC SERVICE COMPANY 

Principal Signature: & FL * i b \ h  -- Dl 
Print Name: David A. Hansen 

iP  . I  Tie: Director, Bulk Power Marketins 11- 

j \ i  6 / j < / ~ f i  & Resource Operations 
i I Date: 5.23 * 



FROM : CONSTELLAT ION POWER SOURCE 
TO : ARIZONA PUBLIC SERVICE 
ATTN: DON STONEBERGER 
FAX: 16022503719 

cc : NATSOURCE , I N C .  
ATTN : FEIERSTEIN MITCH 

PH : 602-250-2809 

Tue 28Mar00 06:55:38 pm 

CONFIRMATION AGREEXENT 

T h i s  will confirm the  verbal agreement reached on 2 8  MARCH 2000 
becween ARIZONA PUBLIC SERVICE ("Counterparty" ) and 
Constellation Power Source, Inc. ( "CPS" j (each i n d i v i d u a l l y  
a i g P a r t y "  and c o l l e c t i v e l y  the "Parties" ) regarding 
a power purchase and s a l e  transaction ( t h e  " A g r e e m e n t " )  on the  
following terms and conditions : 

1. Commercial Terms. The "Commercial Terms" of t h i s  transaction 
are as follows: 

E T  : ELS2 J U P  , ELS 2 .?UQ ELS2 JUR 

Trade Date : 28 MARCH 2000 

Buyer: 

Sel ler:  

Del iv  

-4KiZONA PGBLIC S E R V I C E  
P . O .  BOX 53999 
PHOEWTX, -AZ 85072 -3999 
u. S .  

CONSTELLATION POWER SOURCE, FNC . 
111 MARKET P U C E  
SUITE 500 
BALTIMORE, M Y W D  2 1 2  0 2  

ry  Point: DELIVERED AT PAL0 VERDE 

Type of Transaction: F i r m  energy s a l e  pursuanr to S e r v i c e  Schedule C-2  to 
the Western Systems Power P o o l  Agreemenc as r e v i s e d  
effective as of Febraary 1, 2000 (che "WSPP 
A g r e e m e n t "  ) . 



J U ~ Y  2, 2003 - September 3 0 ,  2 0 0 3  

Hourrly Quantity : 2 5  MWH 

T o t a l  Quantity : 92,000 MCJH for the delivery period 

P r i c e  : USD PER MEGAWATT HOUR 

Other T e r m s  : 6x16 (HE 07:OO TO HE 2 2 ~ 0 0  PPT MONDAY-SATURDAY 
EXCLUDING NERC HOLIDAYS) 
Schedul ing t o  be completed with CPS in accordance 
with WSCC Guidel ines .  

2. Governing Law. 
This Agreement and the r i g h t s  and d u t i e s  of the P a r t i e s  
hereunder shall b e  governed by and construed, enforced 
and performed in accordance with the laws of t h e  state 
of New York, without r e g a r d  to principles of conflicts 
o f  law. Each P a r t y  herein w a i v e s  its r e s p e c t i v e  r i g h t  
t o  any j u r y  trial with r e s p e c t  to any l i t i g a t i o n  
arising under o r  in connectian with t h i s  Agreement ~ 

3.  Advisor. 
Goldman Sachs Power LLC ("GSP") is t h e  exclusive advisor to 
CPS and not a p r i r x i p a l  of CPS. F r o m  r i m e  to t i m e ,  C P S  may 
designate one 011 more employees of GSP as CPS's agent f o r  
purposes of performing i t s  o b l i g a t i o n s  under this A g r e e m e n t .  
CPS s h a l l  be s o l e l y  responsible for any and all obligations 
and liabilities associated wi th  this Agreement and f o r  any 
and a l l  actions o r  inactions of such employees.  Naicher G S P ,  
Goldman, Sachs L Co. nor J. Aron h Company, nor  any of  + _ h e i r  
affiliates, has any r e s p o n s i b i l i t y  f o r ,  o r  l iabi l i izy w i r h  
respect fo chis Agreement. 

all provisions c o n t a i n e d  o r  i nco rpora t ad  by reference ir, 
the Western Systems Power Pool Agreement effect ive as of 
F z b r ~ a r y  1, 2 0 0 0 ,  and as amended from time to time between 
the P a r t i e s ,  w i l l  govern th i s  Colnfirmation except a s  
expressly modified here in .  

Please e x e c u t e  b e l o w  as i n d i c a t e d  and r2z1urn to us by f a x .  

Regards ,  

Constellation Power  SoHrce,' Inc ,  

R E C E I V E D  F 4 Q M  : ? . a 3  82-38-88 15 : 2 7  



PHONE : 410-468-3530 
FAX : 410-468-3540 

0 -%meed b y  Countarparty : 

.=ON. T.FAX. C,ELS2JUP,ELS2JUQ,ELS2JUR. .ENDARON. 



TmE: 0 6 : ~ s  Fb5 TO: Mark Wiesinger F 16022503713 

t 

c 

April 24, 2000 

Mark Viesinger * .  
Arizona Public Service Companv 
400 N 5 t h  St 
Phoenix, AZ 85004 

L 

D e a l  No.. 315589-1 

Enron Power Marketing, Inc. 
I? 0. aOX 4428 

(FM) (713) 646-243T 
Houston, Texas 772104428 

Fax NO. (602) 250-3719 

REVISED CONFIRMZLTION UTTER i 

This Revised Confirmation Letter supersedes the p r i o r  Confkmation Letter dated 
W c h  31, 2000, and sha l l  confirm the agreement reached on March 30,  2000 

b e t w e e n  Arizona Public S e r v i c e  C o m p a n y  and Emon P o w e r  Marketing, Inc. ( “ E r n g r )  
regarding the sale of Firm Energy under the terms and conditions that f o l l o w :  

Sellex: Enron P o w e r  I bkrketing , Inc , 

B u y e r  : Arizona public Service Company 

> 
Commodity: WkPP schedule C Firm Energy in effect as of February 1, 2 0 0 0 ,  as 

periodically amended. 

T e r m  : Sunday, July 1, 2001 through Sunday, September 30, 2001.  
H o u r  Ending (HE) 0700 through HE 2200 (16 Hours each day}, 
&n&y through Saturday only, excluding NERC Holidays; 

hbnday, July 1, 2002 through Monday, September 3 0 ,  2002. 
Hour  Ending (m) 0 7 0 0  through HE 2200 (16 Hours each day)  , 
Wnday thmucjh Saturday only, excluding NERC Holidays; 

Tuesday, July 1, 2003 th iough Tuesday, September 30 ,  2 0 0 3 -  
H o u r  Ending (HE) 0700 through HE 2200 (16 Hours each dgy) , 
lrbnday through Saturday only, excluding NERC Holidays; 
Pacific Prevai l ing Time. 

T y p e  of 
Commodity: F i r m  Energy 

Price : US D o l l a r s  $ e K i .  

Quantity: 25 Mvrs of Firm Energy per hour.  

‘( 0 Scheduling: EPMI R e a l  Time Operations: 1-800-684-1336 

1 



PAGE: 003-003 
;: O ~ : Y Z  PM TO: Mark X i i e s i n g e r  8 16022503719 

D e a l  No. 315589-1 

T h i s  confirmation let ter is being provided pursuant tis- and. ~n accordace WXL& 

W e s t e r n  S y s t e m s  P o w e r  Pool Agreement ("WSPP Agreement"), as amended periodically 
with E'ERC approval, to w h r c h  Arizona h b l i c  Service Company  a d  E p m  are 
par t i e s .  Teras used but not  defined herein s h a l l  have the meanlngs ascribed to 
&&ern i n  the WSPp K@F%?ment. 

Please confirm that the t e r m s  stated herein' accurately reflect the a g r e a e n t  
reached on March 3 0 ,  2000 between you and EPMT by returning an executed COPY of 
this Letter by facsimile to EPMI at (713) 646-2491. Pour response should re€lect 
'&.e appropriate party in your organization who has the authority t o  enter i n to  
&is transaction. If you have any questions please call (713) 853-1886, 

Arizona Public Service Company Enron Power w k e t i n g ,  Inc 

By : 

Name 

Ti tIe: 

2 

BY: -? 'sJ4L.- 
Name: Tim Belden 

Title: - V i c e  President 



T 
i a: Enron Power Marketing, Inc. 

Seller: Arizona Public Service Company 
400 N. 5'h Street, M/S 9842 

Buyer: Enron Power Marketing, Inc. 
P.0 Box 4428 

I Phoenix, Arizona 85004 
I Confirm 

Administrator: Margie Logan 
(602) 250-2809 (phonej 
(602) 250-3719 (fax) 

Houston, Texas 7721 0-4428 
Confirm 
Administrator: Melissa Murphy 

(713) 853-1866 (phone) 
(71 3) 646-2443 (fax) 

Preschedule: (602) 250-4371 ! Preschedule: (800) 684-1336 

Quantity (MWhr.): 25 Megawatts Quantity (MWh): 30,800 MWh 
Price ($/MWh): Type of energy: Firm 
Start date: July 1,2003 End date: September 30, 2003 

Real Time: (602) 250-4470 / Real Time: (800) 684- i 338 

Day@) of week: Monday thraugh Saturday Hours: H. E. 0700-2000, Pacific 
excluding Sundays and 
NERC holidays 

Prevailing Time ("FPT"). 

---_s_.___p__ 

Delivery Point: Palo Verde 
Transmission Contingencies: None G en e a  t i  on C on tin g a n zies : No ne 

Enabling Ayreer~lent: 
Ser.jic;e Schedule C (SSC) of the b'JSPP Agreemeot, to whi::h APS and EjYAj ar2 partie;. Terms 
but not defined neiein shall have the meanings ascribed to thsrn in the W3PP Agreement. 

APS arid EPMi eiiier' i n i ~  tihi, tia:lsa.~ri~! pur;Liaiii io 3!76 ill acci;r&nce \Niih 

..-... Additional Terms: Per attached, 

I f  the abava accurately reflects the terns and condiiions of the agrement bebreen APS and EPF./!I 13r: 

Nacember 23, 2G01, please sign a copy s i  this Ayreerne!i'i arrd Fctsin / I  via k x  fa the APS Confirm 
Administrator listed above. 

Arizona Public Service Company Enron Power Maik2ting, Inc. 

&.A i i  
I 



Additional Tert-ris 

SpPcial Provisions: De!ive:ies wiii b e  made except during interruptions or reductions which are due ka 
uncontrollable forces as defined in Section 10 of the Western Systems Power Pool Agreement, dated 
JUIY 1, 2001, as it may be amended (“WSPP Agreement”), in which case the obligations of both Parties 
will be reduced for the duration of the interruption or reduction. 

generation or purchased power resources at the point of delivery. If, in order to maintain firm energy 
deliveries, APS is required to obtain additional generation or transmission resources, APS shall absorb all 
additional costs incurred, including any charges for generation, transmission or ancillary services. 

APS shall supply firm energy in accordance with WSPP Service Schedule C utilizing available 

NERC Holidays: The following shall be deemed holidays for purposes of this Agreement: New Year’s 
Day, Memorial Day, Independence Day, Labor Day, Thanksgiving, and Christmas Day. 

Additional Terms and Conditions: Neither Party shall transfer or assign all or any part of this Agreement 
or its rights or obligations hereunder or otherwise dispose af any right, title or interest herein without the prior 
written consent of the other Party, which consent shall not be unreasonably withheld or delayed. 
Notwithstanding the foregoing, either Party may, without the need for consent from the other Party, (a) transfer, 
pledge, or assign this Agreement as security for any financing; (b) transfer, assign or delegate this Agreement 
or its rights or obligations hereunder to an Affiliate of such party; or (c) transfer, assign or delegate this 
Agreement to any person or entity succeeding to ail or substantially all of the assets of such party; provided, 
however, that any such assignee shall agree to be bound by the terms and conditions hereof and, 
provided, further, that any transfer, assignment or delegation that does not require consent hereunder 
shall not, in any way, release the assignor from liability for full performance of any obligations (and 
only those obligations) arising under this Agreement prior to the effective date of the transfer, 

provide prompt notice to the other party of the transfer and the effective date thereof. Any transfer in violation of 
this section shall be deemed null and void. 

The definition of Affiliate: “Affiliate” means, with respect to any person, any entity controlled, directly 
or indirec!ly, by such person, any entity that controls, directly or indirectly, such person, or any entity directly or 
indirectly under common control with such person. For this purpose, ”conlral“ of ar;y efltify oil person means 
ownership of a majority of the voting power of the entity or person. 

assignment or delegation. To the extent a transfer does not require consent, the transferring Party shall 

Billing and Payment: Monthly billings and payment shall be in accordance with Section 9 of the  \/VSPP 
Agreement. Billings and payment shall be sent to: 

Arizona Public Service Company 
Attention: Cash Management, Station 8’104 
P. 0. Box 53920 
Phoenix, AZ 85072-3920 

Enron Power Marketing, Inc. 
Attention: Client Services Manager 
P.O. aox 4428 
Houston, TX 77210-4428 

APS Contract No. 63860 shall be included on all correspondence or invoices in reference to this  
agreement. 



\ PWMT Confirmation No. 63863 

Quantity (MW/hr.): 25 Megawatts 

Cathy Pocock 
Pinnacle \Nest Marketing & Trading 
P. 0. B o x  53999, M/S 9831 

Product: 30,800 MWh 

Phoenix, Arizona 85072-3999 
Telephone: (602) 250-3622 

. ,  Facsimile: (602) 250-31 99 

November 30,2001 

< a  

’ -  . 

Price ($/MWh): 

Start date: July 1, 2003 

TRANSACTION CON FIRM ATlON 
CON FID ENTl AL 

Delivery Paint: Palo Verde 

End date: September 30, 2003 

To: Morgan Stanley Capital Group, Inc. 

This Transaction Confirmation (“Confirmation”) confirms the verbal agreement reached 
November 29, 2001 between Tom Funk, on behalf of Morgan Stanley Capital Group, 
Inc. (“MSCG“), and Cathy Pocock, on behalf of Pinnacle West Marketing & Trading, a 
division of Pinnacle West Capital Corporation (“PWMT”), whereby MSCG agreed to sell 
and deliver and PWMT agreed to purchase and receive energy pursuant to WSPP 
Service Schedule C (SSC) as follows: 

Type of Energy: Firm 
Schedule: H. E. 0700-2200 Pacific Prevailing Time (“PPT”) Monday through 

Saturday excluding Sunday & NERC holidays. 

Suecial Provision: WSPP Schedule C with liauidated damaaes. I 

If you are in disagreement over any of the provisions stated above, please contact 
Cathy Pocock upon receipt of this Confirmation. 
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I. 

Q. 

Q. 

A. 

Q. 
A. 

REBUTTAL TESTIMONY OF THOMAS J. CARLSON 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051, et al.) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Thomas J. Carlson. I am the Head of Trading for Arizona Public 

Service Company (“APS” or “Company”). 

DID YOU PREVIOUSLY SUBMIT DIRECT TESTIMONY IN THIS 
PROCEEDING? 

Yes. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

My rebuttal testimony will respond to criticisms of the proposed APS power 

procurement program, and of APS itself, by Panda/TECO witness Dr. Craig R. 

Roach, National Energy Group (“NEG”) witness Thomas Broderick, 

WelltonMohawk witness Robert W. Kendall, and to a lesser extent Sempra 

witness E. Douglas Mitchell and Reliant witness Curtis L. Kebler. These 

witnesses have either misunderstood that program or are attempting to 

mischaracterize that program to the Commission. They are attempting to both 

increase the size of the procurement and focus the scope of the procurement on 

what these sellers would like to sell rather than what APS and its customers need 

to buy. They have also drawn precisely the wrong conclusions from the 

California experience in 2000-200 1, and not surprisingly, therefore, have 

proposed a “solution” that is more likely to replicate that experience in Arizona 

than prevent it. 

- 1 -  
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11. 

Q.  
A. 

Second, I will describe a specific proposal for the procurement of short-term 

economy energy needs that brings some of the thoughts expressed in my direct 

testimony into more focus. Although I am still opposed to using the same formal 

Track B process as is contemplated for securing our reliability needs, APS is 

willing to consider a compromise to satisfy the concerns expressed by some 

parties. Specifically, a system of quarterly “mini-Track B” procurements could 

be implemented for a significant portions of our estimated economic energy 

needs. 

SUMMARY 

WOULD YOU PLEASE SUMMARIZE YOUR TESTIMONY? 

APS today benefits from one of most sophisticated and innovative power 

procurement programs in the United States. It has allowed the Company to 

successfully manage risk and control costs during extremely turbulent and 

volatile market conditions. The proof is in seven straight years of rate 

reductions. To criticize APS for not having experience in formal power auctions 

or RFPs for “asset-backed,’ unit contingent products is like criticizing a New 

Yorker for not knowing how to milk a cow or a modern PC-owner for not using 

a main frame or understanding Fortran. In the case of the former, it is a skill-set 

of little value given the New Yorker’s circumstances and needs. For the latter, 

you have a somewhat antiquated method of computing that has been superceded 

from both a hardware and software perspective. 

The “APS economy energy proposal” (Testimony of Dr. Craig R. Roach at 5) is 

not just an APS proposal. It is the same approach to economy energy and other 

short-term purchases apparently used by Tucson Electric Power Company 

- 2 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

(“TEP”), which Dr. Roach uncritically accepts, and embraced by TEP witness 

David Hutchens. It flows directly from the language used in the Staff Report, 

which in turn comes directly from the Commission’s language in the Track A 

order, Decision No. 65 154 (September 10, 2002). 

Our (and I presume TEP’s) short-term procurement program is the polar 

opposite of the mandatory real-time purchase scheme used in California. Indeed, 

it is the PanddTECO proposal for an RFP process seeking largely unit-backed 

contingent power that is eerily reminiscent of Gray Davis’ California. It could 

lock APS and its customers into 365 days a year capacity costs during the next 

couple years to meet a less than 90 days a year capacity need. 

There may be a significant risk to our customers in entering into 10 or 20-year 

agreements (except under special circumstances, which I discuss in my rebuttal 

testimony), as is recommended by some of the witnesses in this proceeding. 

Regional Transmission Organizations (“RTOs”) and some manner of FERC- 

mandated Standard Market Design (“SMD”) are coming and could significantly 

affect the relative economics of differing generators. Retail access may be down, 

but it would be foolish to assume it is dead. Credit problems plague the electric 

power industry, and it is difficult to know who will be in business 10 or 20 

months from now, let alone 10 or 20 years. Power markets will remain soft for 

at least the next year or two, and may well get softer before they firm up. 

Although APS will consider any serious offer from a credit-worthy supplier, 

there is simply no need for APS and its customers to be forced into accepting 

long-term contracts today. 

- 3 -  
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111. 

Q. 

A. 

APS does use least cost evaluative criteria, including dispatch simulation and 

forward pricing models, over the period for which it is primarily soliciting bids, 

which is the period 2003 through 2006. Although it is important to 

simultaneously evaluate the impact of major transmission additions on longer- 

term proposals, this can be done, as proposed by Dr. Richard Rosen in this 

proceeding, through a less-software driven iterative process. Moreover, no such 

transmission additions are planned until after 2006, and the Company is leery of 

most long-term purchase power commitments for the reasons set forth above. 

APS POWER PURCHASING EXPERIENCE 

BOTH IN DATA REQUESTS AND IN THEIR TESTIMONY, SOME OF 
THE MERCHANT INTERVENORS HAVE QUESTIONED THE 
COMPANY’S EXPERIENCE IN RFP SOLICITATIONS, FORMAL 
AUCTION PROCESSES, AND EVEN IN SECURING THE ENERGY 
PRODUCTS DESCRIBED IN YOUR DIRECT TESTIMONY. ARE ANY 
OF THOSE CONCERNS VALID? 

Not in the least. For example, Dr. Roach accuses APS of not having “much 

experience in these products.” (See Testimony of Dr. Craig R. Roach at 13.) In 

fact, APS utilizes one of the most innovative and advanced utility power 

procurement programs in the country. We have a proven track record of 

managing price, volume and reliability risks through a sophisticated 

combination of physical and financial derivatives, physical and financial hedges, 

swaps and other trading devices. APS has long hedged both long and short 

positions in both power and fuel through various call and put options, costless 

collars, butterfly options, etc., to reduce and manage costs without exposing 

customers to large capital investment risks. It is a program that has been in place 

for years, and since 1998, a period of incredibly unstable and volatile markets 

- 4 -  
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for both power and natural gas, it has allowed APS to meet or beat the market, 

not just at the time of purchase but also at the time of delivery. 

None of these savings were the result of issuing RFPs. I have personally 

conducted many RFPs in my former role as APS Director of Generation Fuel 

Procurement, and they have almost universally resulted in above-market bids. 

This will nearly always be the case when there is an established and viable 

trading market for the good or service being procured. If the RFP bidders were 

satisfied just to receive the going market price for their good or service, they 

would simply sell into the market today and avoid the cost and uncertainty of the 

RFP process. It is because they expect to receive above-market prices, either due 

to some manner of product differentiation (my megawatts are better than their 

megawatts) or the lack of equivalent market alternatives for the buyer (e.g., 

Colorado, which has no liquid trading hubs, or where the buyer is not permitted 

by circumstances or the regulator to say “no”), that they generally wish to 

participate in an RFP process in the first instance. 

Now, RFPs do serve a valuable role when soliciting “designer” or specialty 

energy products such as reliability must-run (“RMR’), DSM or renewable 

energy, or even when evaluating the design and construction of a new power 

plant Gust like the mainframe computer in the example from my Summary is 

still useful in analyzing problems requiring vast amounts of computer memory). 

And, as suggested by my direct testimony proposal, they can be used when a 

structured procurement is required for regulatory purposes and there is 

insufficient time and/or consensus about products and results to use a more 

sophisticated auction process. Although somewhat cheaper than some forms of 
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IV. 

Q. 

A. 

auction, the costs of an RFP do not fare well compared to an average $12 cost of 

conducting a power transaction through the Intercontinental Exchange (“ICE”), 

a web-based power market procurement site (whose original founders included, 

incidentally, Reliant and Duke, among others). It’s not so much that the RFP 

process does not work, but that the market has worked and will work better and 

less expensively for most of the products we need. 

For the highly structured procurement of large quantities of standard power 

products through a wholly transparent process, I agree with Mr. Kebler that 

there are advantages to an auction. I do not share his confidence that one could 

be assembled on such an ad hoc basis with no agreement on process and no 

apparent acceptance by Staff of the results for purposes of assured full cost 

recovery. I would also note that this is a process that APS historically has never 

needed, and APS customers would not have benefited from the Company’s 

incurring the considerable cost of developing any particular experience in such 

procurements. But if and when the need for and regulatory acceptance of this 

form of procurement is more apparent, APS will be ready to acquire the 

expertise necessary to successfully utilize this procurement tool. 

THE “APS ECONOMY ENERGY PROPOSAL” 

DID APS PROPOSE “ITS” ECONOMY ENERGY PROCUREMENT 
PROGRAM JUST TO AVOID MAKING PURCHASES FROM 
PANDNTECO, NEG AND THE OTHER MERCHANT INTERVENORS? 

Of course not. APS has proposed to acquire economy energy and other short- 

term needs using precisely the methodology endorsed by the Staff Report and 

precisely the methodology used by TEP and supported by Mr. Hutchens, whom 

I will simply quote: 
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Q- 

A. 

Q. What is TEP’s position on Staffs recommendation [p. 4:25] 
that “short term power, and daily, weekly or monthly power 
acquired to meet unplanned needs, would however continue to 
be purchased in the normal course of business as it is today”? 

A. TEP strongly agrees with this position. It is an obvious 
necessity that the utility be affoided discretion to enter into 
short-term transactions.. As Staff recognizes, this gives the 
utility the opportunity to economically displace plant or 
contract energy with cheaper market power or purchase to 
cover unplanned needs arising from temperature extremes and 
unplanned generation or transmission outages without 
‘eopardizing system reliability by being unnecessarily burdened 
k i t h  a cumbersome procurement process. 

(Testimony of David Hutchens at 8, emphasis added.) I can’t help but note that 

Dr. Roach takes absolutely no exception to either TEP’s calculation of unmet 

need or its suggested procurement of that need, including economy energy. 

DID “APS PROPOSE THIS [THE ‘APS ECONOMY ENERGY 
PROPOSAL’] NOW’’ IN ORDER TO “SUBVERT THE [TRACK B] 
SOLICITATION” AND IN THE HOPE OF BUYING “FROM ITS 
AFFILIATE’S REDHAWK PLANT AT SPOT MARKET PRICES?” 

No. Dr. Roach’s inflammatory statements (Testimony of Dr. Craig R. Roach at 

15) are neither historically correct as to the origin and timing of this proposal, 

nor are they prospectively accurate as to APS’ intent or ability to favor Pinnacle 

West Energy Corporation (“PWEC”) generation in making economy purchases. 

During the first Track B workshops, APS fully anticipated divestiture of all its 

existing generation (with the exception of renewables), and under such 

circumstances, the distinction between reliability needs and economic needs was 

meaningless, and so it probably comes as no surprise that neither APS or TEP 

made much effort to distinguish them. However, by the time APS actually 

distributed its first rough “guesstimate” of unmet needs in the late August Track 

B workshop, it was evident that divestiture was not going to happen, and the 
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Company’s representative went to great lengths to state that the numbers given 

for both APS and non-APS generation should be reduced to reflect economy 

purchases, which the Company did not propose to procure through the formal 

Track B process. Thus, neither the “APS economy energy proposal” or, for that 

matter, the “TEP economy energy proposal” should have been a surprise to 

anyone and were certainly not unveiled on November 4th as some sort of plot to 

“subvert” Track B. 

As to Dr. Roach’s second allegation, APS very much wishes to buy economy 

energy at or below spot prices from anyone willing to sell it, including affiliates. 

That is why, in part, the vast majority of APS’ needs for economy energy and 

short-term capacity are procured today through “blind” mechanisms, that is, the 

identity of the underlying seller is unknown to the buyer at the time of purchase. 

Sellers of economy energy come from a group of pre-screened (by a third party 

such as ICE or Bloomberg) entities that simply sign up with either or both of 

these trading platforms or work through an unaffiliated (to APS) energy broker. 

As indicated in my direct testimony, APS should reserve the right to do what is 

necessary, including buying directly from an affiliate, to maintain reliable 

service to our customers. But this Panda/TECO and NEG rhetoric about there 

being some sort of vast inter-affiliate conspiracy to purchase economy energy 

from Redhawk or West Phoenix rather than through the formal Track B process 

is not just overblown, it is just plain wrong. 

ASIDE FROM THE AFFILIATE ISSUE OR WHOSE “ECONOMY 
ENERGY PROPOSAL” IT WAS, DOES APS INTEND TO EXPOSE ITS 
CUSTOMERS TO THE TYPE OF SPOT MARKET RISK THAT 
PROVED SO EXPENSIVE IN CALIFORNIA? 
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A. Just the opposite. APS has voluntarily sought short-term (day-ahead, month- 

ahead and real-time), economy purchases for many years, including during all 

of the California mess. It has done so within the confines of frozen or declining 

retail rates. So I think we know a thing or two about managing short-term 

market risk and volatility. It involves close cooperation between both the power 

desk and the natural gas desk to come up with the right combination of hedges 

and counter-hedges. This permits APS to more closely align needs with 

resources while mitigating and managing market price risk. 

What California did wrong in the first instance was not its creation of a highly 

liquid spot market, which was a very good thing. Their mistake was to force 

(not allow) its utilities to purchase all (not a small portion) of both their 

reliability and economy needs (APS is generally only talking about purchasing 

the latter) in the real-time market (APS usually buys only a very small 

percentage of its economy energy in the real-time or even day-ahead markets, 

with the balance coming from month-ahead purchases, which along with APS 

generation and gas hedges, are then used to hedge the real-time and day-ahead 

purchases). California’s utilities were not permitted to protect themsehes with 

either physical or financial hedges, and they were stripped of much of their 

native load generation, which is the ultimate hedge. California then set up a 

wholly separate day-ahead market and allowed traders and marketers to 

arbitrage between the two, create congestion in one to drive up prices in the 

other, and employ any other “creative” market manipulation they could think of 

at the time. None of these factors are present in the APS proposal, and the 

suggestion by Dr. Roach and others to the contrary are an attempt to lead the 

- 9 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q. 

A. 

Commission in the direction of the second, and larger, major mistake made in 

C a1 i fornia. 

In response to an inherently flawed and manipulated market structure and set of 

market rules, which had bled California’s major electric utilities of their credit, 

the state next overreacted by hastily negotiating a multitude of precisely the sort 

of unit-contingent, “pay for performance,” long-term contracts as are urged by 

Dr. Roach and other merchant witnesses. Convinced then, as these witnesses are 

now attempting to convince this Commission, that market prices could only go 

up, California now turned a one or two year problem (from the inflated spot 

market purchases) into a 10 or 20 year problem with uneconomic long-term 

contracts. 

Arizona’s utilities avoided the mistakes caused by California’s spot market 

straightjacket. They do not want to now fall victim to the greater mistake of 

assuming, as did California, that the merchants will voluntarily negotiate below- 

market price agreements for our benefit. 

IS APS UNALTERABLY OPPOSED TO ANY CHANGE IN ITS 
ECONOMY PURCHASE PROGRAM? 

APS is aware that many parties in Track B are disappointed at the relatively 

small amount of APS’ and TEP’s energy needs. And despite the heavy and 

increasing usage by APS of “blind” procurement techniques for short-term and 

economy purchases, they are still suspicious of APS dealing with PWEC and 

Pinnacle West Marketing and Trading (“M&T”> in some unfair manner. 

Therefore, and solely in the spirit of compromise, APS would consider a “mini- 

Track B” program whereby it would solicit bids for 50% of its annual 
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anticipated economy energy needs on a quarterly basis. For example, if the 

annual anticipated need were 4,000 GWH, with 3,000 GWH needed in Q3 and 

500 GWH each in Q2 and Q4, with zero in Q1, APS would solicit bids for 50% 

of each quarter’s estimated economy energy need beginning with the first 

business day of Q1. Sellers could bid on Q2 needs, Q3 needs, Q4 needs, or any 

combination. If the bids were such that less than 50% of a quarter’s needs did 

not actually end up in signed contracts, the underfilled need would not roll into 

subsequent quarters. Now, this proposal may be introduced mid-year in 2003, 

and APS might actually have economy needs even in Q1 of a given year, so the 

actual sequence of quarters and their respective economy energy needs would 

be different than in my hypothetical, but the structure would be identical. 

Volume, product (for example, peak, super-peak, off-peak, and shoulder) and 

delivery information would be posted on the Company website prior to the bid 

date, which will be the first business day of the quarter preceding the quarter for 

which the energy is first being solicited. Bidders would be pre-qualified as to 

credit and other contract terms as agreed to by Staff and the independent 

monitor. Although the bidding would be conducted quarterly, APS would 

accept bids from and award contracts to bidders for up to four consecutive 

quarters. 

All sealed or faxed bids could be opened and presented, or if conducted 

electronically through a secure website, received in the presence of Staff and/or 

the independent monitor. All awarded contracts could be subject to Commission 

or Staff approval. After the first quarterly solicitation, both APS and the 

independent monitor would prepare a report evaluating the solicitation both 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

procedurally and substantively. These quarterly formal solicitations of economy 

energy could be discontinued after 2004 at the Company’s discretion unless 

prior to September 30, 2004, the Commission found this process to be superior 

to the Company’s traditional method of securing economy energy and ordered 

its continuance for some specified period of additional time. 

COULD THE MERCHANT INTERVENORS USE SUCH A SYSTEM TO 
SELL APS ECONOMY ENERGY? 

Absolutely. I know that TECO, Sempra, Reliant, PPL and, I believe, an affiliate 

of Wellton-Mohawk are already participating in ICE. APS routinely has had 

transactions executed on its behalf with these entities under the present method 

of meeting our economy energy needs. 

WHAT ABOUT THE ECONOMY AND OTHER SHORT-TERM 
ENERGY AND CAPACITY NEEDS NOT PURCHASED THROUGH 
THIS QUARTERLY PROGRAM? 

APS will acquire all such needs, excepting for immediate reliability needs or 

when it receives no bids from non-affiliates in response to a solicitation, 

through non-affiliated suppliers, independent brokers, or electronic trading 

platforms such as I have discussed both in my direct and rebuttal testimony. 

Staff could monitor this process and/or conduct audits after-the-fact to assure 

the Commission that the process is prudent, reasonable and unbiased. 

DO YOU BELIEVE THAT THIS PROGRAM COULD RESULT IN 
HIGHER COSTS TO APS AND APS CUSTOMERS? 

Quite frankly, yes. It will cost thousands of dollars to set up and administer. 

And I believe the resulting bids may not be as economical as using our current 

system of largely electronic procurement. That is because we presently acquire 

our economy energy in smaller batches (which is less likely to move the market 
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Q* 

A. 

Q. 

A. 

upward simply by the fact of having such a large procurement at one time). We 

also would normally spread our economy purchases over several short-term 

“sub-markets” (real time, day-ahead, month-ahead, etc.) rather than soliciting 

bids for so much power at one time on a essentially a quarter or year-ahead 

basis. I am also giving up a little of the present flexibility the Company enjoys 

in purchasing its remaining economy and short-term energy needs. That is why 

I am willing to offer this only as a compromise to get this issue resolved and 

only then on an experimental basis. 

ARE THERE ANY OTHER CONDITIONS THE COMPANY WOULD 
INSIST UPON BEFORE AGREEING TO TEST SUCH AN ECONOMY 
ENERGY PROCUREMENT PROGRAM? 

Yes. APS must retain the right to reject all economy energy proposals that it 

finds unsatisfactory from the standpoint of price or other terms and will be 

willing to justify that rejection to Staff or to the Commission. Second, if the 

Commission directs that the program be retained after 2004, such Commission 

order must authorize full and timely recovery of economy energy costs. Third, 

any similar economy energy procurement program ordered for TEP should be 

staggered such that we both are not trying to buy at the same time, which would 

add to the potential for upward pressure on market prices discussed in my prior 

answer. 

WILL THIS OR ANY ECONOMY ENERGY PROPOSAL, INCLUDING 
THEIR OWN, SOLVE THE FUNDAMENTAL MARKET 
CHALLENGES FACED BY ALL THE MERCHANT INTERVENORS? 

No. The Company’s total unmet reliability and economy energy needs are 

estimated to be in the range of approximately 4,450 GWH (2003) to just under 

14,100 GWH (2012), depending on a wide variety of assumptions and forecasts 

of future events. (See Direct Testimony of Peter M. Ewen at Schedules PME- 1 
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V. 

Q. 

A. 

and PME-13.) There are presently some 14,000 MW of merchant generation 

that has been granted a certificate of environmental compatibility in Arizona 

alone. All but 500-600 MW of this is combined-cycle gas-fired generation, 

which is most economical if run at capacity factors in the range of at least 40%. 

This means there are some 50,000 GWH looking for a home, or approximately 

10 times any remotely realistic determination of the Company’s unmet needs 

for 2003-2004. Even by 2012, only about one third of this generation could be 

supported by APS customers. And this does not consider the additional 

resources in the market offered by other utilities, merchant plant owners, and 

energy brokers outside Arizona. Adding all of TEP’s unmet reliability and 

economy energy needs would not materially change this disparity. If these 

projects are to survive, they are going to have to find markets in California, 

Nevada, the Pacific Northwest and perhaps Mexico. 

THE PANDA/TECO PROPOSAL 

WOULD APS LIKE TO ACQUIRE CAPACITY PLUS DISPATCHABLE 
ENERGY AS PROPOSED BY PANDAITECO WITNESS DR. ROACH? 

If the price is right for the time I could use that product, yes. In fact, I discussed 

this in my direct testimony. The second energy product I identified was capacity 

plus a minimum amount of energy. (See Direct Testimony of Thomas J. Carlson 

at 3.) I used the word “minimum” purposely to allow for the potential for 

additional dispatchable energy above that minimum. It would, of course, be up 

to the bidder to determine whether it was willing to commit any additional 

energy resources and if so, at what price. I also noted that physical call options, 

my third energy product, could be dispatchable but that this would carry a 

premium and might eliminate bidders if I insisted on dispatchability. (Id. at 8.) 
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Q. 

A. 

What I am not looking for, because there is no need from either a reliability or 

an economy point of view, is year-round and high-priced capacity bundled with 

that low-cost energy, dispatchable or otherwise. And that is precisely what some 

of the merchants are trying to sell me. And why do they want to sell me this 

bundled product even though the Company and its customers don’t need it? 

Because they believe it produces higher margins than selling either the capacity 

or the energy separately. I do not blame a seller for wanting to sell me its most 

expensive bundled package of services any more than I should be blamed for 

wanting to purchase the lowest cost individual services and assembling them 

into my own package for the benefit of APS customers. 

WHY DOES NOT A SIMPLE COMPARISON OF HEAT RATES 
BETWEEN APS’ OLDER GAS-FIRED GENERATION AND THE 
NEWER COMBINED-CYCLE UNITS OF PANDA AND NEG TELL 
YOU THAT YOU SHOULD BE SIGNING UP ALL THE UNIT- 
CONTINGENT, “PAY FOR PERFORMANCE” DEALS YOU CAN 
GET? 

Because neither Panda/TECO nor NEG proposes to sell me that low heat rate 

energy unless I purchase their new capacity on a year round basis. (See 

Testimony of Dr. Craig R. Roach at 24 - 25.) And the price of that capacity, 

including fixed O&M, instead of declining every year as it does under cost-of- 

service pricing, would actually increase by some multiple of inflation. (Id.) To 

then say I can still displace this dispatchable energy on an economic basis 

(assuming I am not committed by Dr. Roach’s and Mr. Broderick’s client to 

minimum take provisions) is like saying I’m free to go to a motel after I’ve 

already bought their house. 
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There is a competitive market for capacity in which the low capacity-cost 

higher heat rate units determine the lowest price. APS is not the only entity that 

owns older low cost capacity in the West. Virtually every utility has its own 

“Ocotillos” and “Saguaros.” These units have depreciated capacity costs in the 

range of $2-5/kW/mo for year-round capacity. This is consistent with the 

current market value of this kind of capacity, which is only about $2-3/kW/mo. 

If I limited my purchases to just Q3, that would probably double that figure to, 

say, $5/kW/mo. In contrast, the cost of a new combined-cycle unit is about $10- 

15/kW/mo. for year-round capacity. Expanding this differential to the 2000 

MW of unit-contingent capacity Dr. Roach would have us bid, this amounts to 

between $200 million and $300 million in additional capacity costs. Of course, 

the present market cannot support capacity prices in the $10-15 range, which is 

why merchant generation is struggling so much. Capacity with a 7000 MMBTU 

heat rate commands about $4/kw/mo for year-round capacity in today’s market. 

This is still significantly about the price of capacity from 14,000 MMBTU heat 

rate units, which I previously indicated was in the $2-3 range. Using the $5 

price for just Q3 capacity from these admittedly higher heat rate units produces 

a cost to APS of $30 million compared with the 12-month capacity cost of $96 

million from the 7000 MMBTU unit. Thus, unless Panda/TECO is willing to 

sell me its capacity at a very significant discount from market, let alone from 

cost, I’m far better off both using my own older generation to firm up energy 

purchases or buying additional capacity in the market for the same purpose. 

I should also add that even on an energy-only basis, the newer combined-cycle 

units would not always be the best energy solution for our customers. The older 

APS combustion turbines and combined-cycle units are cheaper to run at low 
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Q.  

A. 

Q. 

A. 

VI. 

capacity factors and can be more easily cycled without damage to the unit. They 

are also essential for reliability, and provide spinning reserves and voltage 

regulation even during non-RMR hours of the year, as well as providing 

economic value to APS customers and customers throughout the Southwest 

through the reserve sharing pool of which APS is a member. 

BUT ARE NOT THE HIGHER CAPACITY COSTS OF NEW 

OPERATING EFFICIENCIES THAT BOTH MR. BRODERICK AND 
DR. ROACH SPEAK OF IN THEIR TESTIMONIES? 

Over the long run, that might be true, especially if there were not all the indexed 

escalators to the capacity costs suggested by Dr. Roach. But it’s not an 

“eithedor” situation. The current market allows me to get both cheap capacity 

and Dr. Roach’s low cost energy. This is exactly what I was talking about when 

I indicated that APS should be able to assemble its own package of needed 

services and not have to accept the package of bundled options proposed by the 

seller. Anyone who has bought a new car knows the dealer package is seldom 

the best combination of features at the best price for the buyer’s particular 

COMBINED-CYCLE GENERATION OFFSET BY THOSE HIGHER 

needs. 

DOES THIS MEAN THAT NO UNIT-CONTINGENT BIDS WILL BE 
CONSIDERED BY APS? 

No. I am just trying to tell the Commission and prospective buyers the products 

I need and want, as well as the market criteria by which I will judge these 

products. If they wish to discount their offers to meet these criteria, I would be 

more than happy to seriously consider and even accept such offers. 

LONG VS. SHORT-TERM AGREEMENTS 
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Q.  

A. 

SOME OF THE MERCHANT INTERVENOR WITNESSES, AND EVEN 
RUCO WITNESS DR. ROSEN, HAVE URGED THE COMPANY TO 
CONSIDER LONGER TERM PURCHASE AGREEMENTS. WOULD 
THE COMPANY CONSIDER AGREEMENTS LONGER THAN FOUR 
YEARS? 

I would consider any proposal that I thought might be of benefit to the 

Company and its customers. But I wouldn’t compromise their interests just 

because this or that merchant wished to tie APS up in an above-market deal. 

The reasons I have proposed limiting the initial Track B solicitation to four 

years are described in my direct testimony. However, I will elaborate on some 

of these points in response to the merchants’ testimony. 

Both NEG and PanddTECO suggest that asset-backed sales somehow reduce or 

even eliminate credit concerns. Nothing could be further from the truth. Asset- 

backed contracts have little value in the market if there is no credit to back up 

the default risk to the Company. It is fine to say that APS can stop payments 

for capacity if the seller’s unit fails to operate or if the seller simply fails to 

deliver for any reason. But can the seller pay to the Company and its customers 

the damages incurred in covering for that default? And can the seller cover 

these potential damages not just when the contract is entered into, but 10 years 

down the road? 

It has also been suggested at the workshops that if the banks have given a 

certain generation project total financing, APS ought to be satisfied from a 

credit perspective. Just because some bank is willing to risk its money without 

adequate collateral is a poor argument for me risking our customers’ money on 

these same sellers. 
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Q* 

A. 

Q.  

A. 

AREN’T YOU WORRIED THAT WHEN SOME OF YOUR PROPOSED 
AGREEMENTS EXPIRE IN 2006, PRICES WILL BE MUCH HIGHER, 
AS IS SUGGESTED BY DR. ROACH? 

Dr. Roach discusses this issue at page 28 of his testimony, and yes, I would be 

concerned if I planned on sitting around until 2006 to see if the situation 

hypothesized in Dr. Roach’s testimony (the end of the power glut) actually 

materialized. It just doesn’t work that way. Risk management is a 365-day per 

year responsibility, and one that must be met every year. Even assuming that I 

will have contracted for 100% of all my unmet needs for the next four years 

during the 2003 Track B solicitation, I could solicit additional contracts in 2004 

for delivery in 2007 and beyond, if in fact I believed Dr. Roach’s predictions 

about future power prices. Indeed, the only risk APS faces in this regard would 

be an inflexible Track B procurement process that prohibited me from making 

purchases outside some formal, once-a-year W P .  

BUT ARE NOT LONG-TERM AGREEMENTS A HEDGE AGAINST 
FUTURE PRICE INCREASES? 

They could be a hedge, especially if not burdened by unlimited price escalators, 

but they are not the only hedge, and they may not be the best hedge. I certainly 

believe they may not be a prudent hedge under present market conditions. If 

you think about it, APS already has the equivalent of long-term contracts for the 

vast majority of its capacity and energy needs in the form of its rate-based 

generation assets and existing long-term agreements with SRP and PacifiCorp. 

APS has proven it can successfully manage price and volume risk, and market 

volatility, without repeating the mistake of being forced to buy what others want 

to sell you rather than what you need. When you read about other utilities 

fleeing into long-term contracts in the present market, they are often utilities 
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Q. 

A. 

VI1 . 

Q. 

that are very short on existing resources or historically unsuccessful in 

managing market risk, or both. APS is neither. 

ARE YOU SUGGESTING THAT NON-COMFORMING BIDS 
SUGGESTING LONGER TERMS WOULD BE REJECTED OUT OF 
HAND IN THE COMPANY’S PROPOSED TRACK B SOLICITATION? 

No. But I would also counsel that bidder to also submit a conforming bid. The 

two weeks allotted in the Staff Report is not much time to evaluate longer term 

proposals, as is suggested in Sempra witness Mitchell’s testimony, and so such 

a proposal 

procedures. 

show: 

(1) 

(2) 

(3) 

(4) 

would be better considered outside of the formal Track B 

As it is, any such long-term bid proposal should be prepared to 

how APS can be assured of credit-worthiness throughout the 

proposed term of the agreement; 

that the economics of the proposal are relatively insensitive to 

transmission costs, so that the implementation of RTOs and 

some form of SMD become less of a concern; 

how APS could be protected if it lost significant parts of its 

retail load to direct access during the term of the agreement; 

and 

that the proposal is not “Christmas-treed” with a bunch of 

cost escalation provisions unrelated to actual cost increases 

and limits on even the latter. 

APS EVALUATION CFUTERIA 

YOU EARLIER DISCUSSED THE COMPANY’S USE OF LEAST COST 
CRITERIA FOR ITS EVALUATION OF OFFERS. IS COST THE ONLY 
CRITERION? 
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A. 

Q. 

A. 

Q. 

A. 

No, but along with credit (which encompasses a prospective seller’s past record 

of performance), it is probably the most important. Other important criteria 

include deliverability and point of delivery. As discussed in the Staff Report, 

these criteria will be spelled out in the bid package. 

MR. MITCHELL SUGGESTS THE USE OF SOPHISTICATED 
SYSTEM DISPATCH AND SIMLULATION MODELS TO EVALUATE 
BIDS? DO YOU AGREE? 

That is one way, although Mr. Mitchell himself admits there isn’t enough time 

to do that kind of analysis. In fact, the Company does use such tools for its 

long-term resource planning. But this does not mean that I limit the solicitation 

to certain products and then try to make those products fit my needs, as is 

perhaps suggested by Mr. Mitchell at page 8 of his testimony. For my purposes, 

we use sophisticated market-based models such as RTSIM and UPLAN to first 

determine the products that best suit our system, and then acquire those 

products using the various criteria discussed above and also in my direct 

testimony. Once the bids are received, we will rerun the simulations to make 

sure we still have the right products for our needs and evaluate the bids 

accordingly. But I don’t want to leave the impression that I allow a computer to 

decide what the best deal is for our customers. With all the analytical tools 

available and even with relatively objective evaluation criteria, there is still an 

element of judgement involved that cannot be delegated to a machine. 

MR. KENDALL APPEARS CONCERNED ABOUT HOW APS WILL 
EVALUATE BIDS OF RENEWABLE ENERGY? DOES RENEWABLE 
ENERGY HAVE ADDITIONAL ECONOMIC WORTH TO THE 
COMPANY AND ITS CUSTOMERS? 

Yes. A P S  is required to satisfjr certain renewable quotas, and if part of that 

requirement can be obtained as part of this procurement, it reduces the amount 
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VI. 

Q. 
A. 

that would have to be otherwise obtained. Thus, if a bid including such 

resources were received, I would consult with those involved in the renewable 

program at the Company to determine the additional value such a bid brought to 

the table. I can say that the additional value is not measured by how much A P S  

collects for renewables, as proposed by Mr. Kendall at page 19 of his testimony. 

Much of that money will go to existing or already committed renewable 

projects. I can also say that the Company does not support acquiring all of its 

renewable energy through one giant hybrid renewable project as suggested by 

Mr. Kendall at page 17. Distributed as well as grid-connected projects, and 

projects using different solar and non-solar projects, would appear to me to 

provide for a more diverse portfolio of renewable investments for the Company 

and its customers. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

Yes. I have attempted to respond to the major points raised by Intervenor 

witnesses concerning how APS has determined the products for its unmet needs 

and how the Company proposes to evaluate and acquire its unmet needs for at 

least the period 2003 through 2006. The fact that I may not have addressed this 

or that Intervenor witnesses’ argument does not imply agreement with such 

argument. I also hope I have dispelled the notion that APS is some sort of 

novice in the field of power procurement and risk management, or that it is 

trying to favor its affiliates at the expense of customers at every turn, as some 

have alleged. Finally, I have suggested a compromise proposal that, although 

less flexible and likely to be at least marginally more costly to customers than 
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Q* 

A. 

our current method of procuring economy energy, the Company would be 

willing to try on at least a test basis. 

DOES THAT CONCLUDE YOUR PREFILED REBUTTAL 
TESTIMONY IN THIS PROCEEDING? 

Yes .  
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I. 

Q. 

Q. 
A. 

Q. 
A 

11. 

Q- 

REBUTTAL TESTIMONY OF STEVEN M. WHEELER 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051, et al.) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Steven M. Wheeler. I am Senior Vice President, Regulation, System 

Planning and Operations for Arizona Public Service Company (“APS” or 

“Company”). 

DID YOU FILE DIRECT TESTIMONY IN THIS PROCEEDING? 

Yes. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

My rebuttal testimony will respond to certain accusations by Panda/TECO 

witness Dr. Craig Roach concerning the Company’s motives and past actions. I 

hope also to put the overall APS rebuttal case into some perspective. Finally, I 

address Reliant witness Curtis L. Kebler’s comments regarding possible 

standards of affiliate conduct for the present Track B competitive solicitation, as 

well as certain of the recommendations of Residential Utility Consumer Office 

(“RUC07’) witness Dr. Richard A. Rosen, Law and Water Fund (“LAW Fund”) 

witness Dr. David Berry, and Wellton-Mohawk witness Robert W. Kendall. 

SUMMARY 

WOULD YOU PLEASE SUMMARIZE YOUR REBUTTAL 
TESTIMONY? 

APS is proud of its successfuI efforts to manage risk, control cost and reduce 

customers rates during perhaps the most difficult years in the electric utility 
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industry since the late 1970s. And the Company does not apologize for any of 

the filings it has made with this Commission. Whether Dr. Roach’s client agreed 

with them or not, APS has always tried to act in the interests of its customers 

and is doing so in this proceeding. 

Second, although Mr. Carlson and Mr. Ewen will rebut specific criticisms of 

their pre-filed written testimony, I believe that once you get past the invective 

and the semantic debate over whether a particular need is more or less properly 

characterized as “reliability,” “economy,” “reliability must-run,” etc., there are 

significant areas of agreement between APS and some of the merchant 

intervenors. We agree that APS should procure its needs for purchase power 

from the competitive market through a process that is reasonable and prudent. 

Third, the specific recommendation of Reliant concerning standards of conduct 

for the upcoming Track B solicitation could, if interpreted literally, eliminate 

one of the largest of Reliant’s (and the other merchant generators’) competitors 

before the solicitation even started. I am, of course, speaking of Pinnacle West 

Capital Corporation (“Pinnacle West”) and its Marketing and Trading division 

C‘MtkT’’). This is hardly in the interests of APS and its consumers and is not 

needed to implement a reasonable, fair and open competitive power 

procurement in Track B. 

Finally, although Dr. Rosen, Dr. Berry and Mr. Kendall’s testimony on resource 

planning, demand-side management (“DSM’) and the Environmental Portfolio 

Standard (“EPS”) raise some important issues, I cannot support definitive 

Commission resolution of these matters in this Track B proceeding. There is 
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111. 

Q* 

A. 

simply insufficient time to properly consider and implement these proposals in a 

manner benefiting APS customers. Some aspects of their recommendations are 

better considered in separate proceedings already mandated by the Commission, 

or would be impacted by external events going on at the federal level, the 

outcome of which cannot be predicted at the present time. 

PAST APS ACTIONS 

HAS APS “CONSISTENTLY MADE PROPOSALS THAT BENEFIT ITS 
SHAREHOLDERS AT THE EXPENSE OF ITS RATEPAYERS,” AS 
ALLEGED BY DR. ROACH AT PAGE 7 OF HIS TESTIMONY? 

Absolutely not. APS has provided its customers with rate decreases in 9 of the 

past 10 years, including the past 7 in a row. These decreases will amount to 

some 16% by next summer. APS has done so at a time when virtually every 

utility in the West, including those using the sort of structured procurement 

process being discussed in this proceeding, have been increasing rates, often 

significantly. APS and its affiliates have spent literally hundreds of millions of 

dollars just to keep the lights on in Phoenix and elsewhere in our service 

territory. APS has a proven track record of managing market volatility and risk 

that speaks loudest with results-lower costs to our customers. 

APS also has benefited its Arizona customers by efficiently marketing the 

Company’s surplus of generation to surrounding states during their time of need. 

It did so without bending, let alone breaking, the rules or compromising its long- 

held business ethics, as did so many others. And currently, APS is a leader in 

securing FERC approval of Westconnect, is a major player in this state’s fight 

against El Paso Natural Gas, and is a partner with the Commission in attempting 

to modify FERC’s Standard Market Design to reflect state and regional 
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Q* 

A. 

IV. 

Q. 

differences. APS has also been recently recognized by Innovest for its 

environmental leadership as one of the two most environmentally conscious 

electric utilities in the United States. All of these efforts were and are of 

significant value to our customers. 

WHAT ABOUT THE COMMISSION FILINGS REFERENCED IN DR. 
ROACH’S TESTIMONY? 

None of those filings is relevant to Track B. Indeed, for all the claimed linkage 

between the Company’s September 2002 financing application and Track B 

when they were seeking intervention in the former, no other merchant intervenor 

witness has even mentioned these other proceedings. In point of fact, APS 

believed, and continues to believe, that all three of the applications referenced in 

Dr. Roach’s testimony would have, and in the case of the two matters still 

pending before the Commission, will have important benefits for our customers. 

And in each such instance, APS asked, and asks now, only an opportunity to 

make its case and have a decision from the Commission, which is the body APS 

has to convince. 

OVERVIEW OF APS REBUTTAL CASE 

WHY DO YOU BELIEVE APS IS IN FUNDAMENTAL AGREEMENT 
WITH MUCH OF WHAT THE MERCHANT INTERVENOR 
WITNESSES SAY? 

With the exception of National Energy Group (“NEG”) witness Thomas 

Broderick, we appear to agree that we should be determining the Company’s 

unrnet needs for Standard Offer retail customers. There are some important 

differences in how we calculate that need, but the fact that, for the most part, we 

are trying to determine the same need is encouraging. Second, APS agrees with 

Dr. Roach, Mr. Broderick and other merchant intervenor witnesses that the 
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V. 

Q. 

A. 

Company should be attempting to acquire the least-cost mix of capacity and 

energy for its customers consistent with appropriate reliability and credit 

criteria. However, and as is to be expected between buyer and seller, there is 

significant disagreement as to what combination of products is best and which 

products should be acquired when, but at least we can agree on what we are 

trying to accomplish. Third, APS agrees with the merchant witnesses that ask for 

reasonable assurances to APS of full cost recovery for power contracts acquired 

through the Track B process. APS also supports the consensus positions, as 

reflected in the Staff Report, that the Environmental Portfolio Standard should 

be addressed in the 2003 proceeding set aside by Commission rule for its 

review, and that demand-side management (“DSM”) should be incorporated into 

future procurements, but without a mandated set-aside. 

OTHER SPECIFIC COMMENTS ON INTERVENOR TESTIMONY 

IN ADDITION TO DR. ROACH, ARE THERE OTHER INTERVENOR 
WITNESSES TO WHOM YOU WISH TO RESPOND? 

Yes. Mr. Kebler suggests a specific and retroactive standard of affiliate 

knowledge and behavior that is both impractical and counterproductive to the 

interests of APS customers. Dr. Rosen has urged a return to traditional resource 

planning such as was briefly practiced in Arizona in the late 1980s and early 

1990s. Dr. Berry proposes mandatory DSM procurements outside the Track B 

process, or at least outside the process used for power supply procurement, 

combined with a DSM “set aside’’ similar to that of the EPS. Mr. Kendall takes 

issue with what the Staff Report has characterized as a consensus position, i.e., 

that the EPS be addressed separately, although utilities remain free to seek EPS 

requirements in conjunction with the Track B procurement if they see fit to do 
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Q. 

A. 

so. While the issues raised by these latter three Intervenor witnesses are 

certainly important, I cannot support their resolution in this proceeding for a 

variety of practical and conceptual reasons. 

DOES APS OPPOSE STANDARDS OF CONDUCT FOR THE TRACK B 
PROCURMENT? 

Not if the Commission believes them necessary. APS, and I specifically, posed 

no objections to the Staffs general recommendation for Standards of Conduct. 

But I noted in my direct testimony, APS cannot accept a Standard of Conduct 

that prevents the Company from effectively conducting the Track B solicitation 

in a manner that protects its customers. Nor can I support as being in the 

interests of our customers a Standard of Conduct that excludes automatically 

“out of the gate” a major potential bidder such as M&T. Taken literally, Mr. 

Kebler’s recommended Standard of Conduct would do either or both of these 

things. 

Mr. Kebler proposes a retroactive Standard of Conduct that requires APS to 

demonstrate that those APS employees (and Pinnacle West shared services 

employees) who have “worked on the [Track B] procurement, including its 

development, execution and review, did not have any improper contact with any 

utility affiliate that is participating in the competitive solicitation.” (Testimony 

of Curtis L. Kebler at 14, emphasis added.) Mr. Kebler goes on to require that: 

“[Mlembers of the [APS] procurement team should be required to certify that 

they have no knowledge of the products or offers of any affiliate participating in 

the competitive solicitation.” (Id.) Aside from the lack of definition of 

“improper contact,” which definition would be critical in implementing Mr. 

Kebler’s suggestion, APS could not comply with either standard. 
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The simple facts are these: 

As a result of the 1999 APS Settlement and the Commission’s 

Electric Competition Rules, M&T has performed power 

procurement, gas supply, scheduling, dispatch, financial and 

volume risk management and other contract management 

services required by APS. 

Until August 27, 2002, APS legitimately expected that both its 

generation and that of Pinnacle West Energy Corporation 

(“PWEC”) would be owned by PWEC and jointly dispatched, 

operated, and used for APS customer needs, with any surplus 

marketed elsewhere in the region, also jointly, by M&T. 

APS began formulating its determination of unmet need and its 

procurement plan prior to August 27, 2002, which formulation 

of necessity involved M&T employees. 

After August 27, 2002, some M&T functions, specifically those 

involving APS procurement, began to be transferred back to 

APS. 

APS cannot change history by somehow “undoing” their employees’ relations 

with M&T. Nor could they “attest” they have “no knowledge” of the type of 

energy products M&T has and is capable of offering (any more than Reliant’s 

energy traders could attest they have “no knowledge” of what M&T does, since 

Reliant routinely has conducted trades with M&T). What APS can do and is 

doing is to insulate its procurement team on a going-forward basis from those at 

M&T who would be involved in formulating or submitting any Track B bid. It 
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Q* 

A. 

will establish communications protocols concerning the solicitation as proposed 

by Staff and will not permit those personnel at M&T involved in bidding to 

have any role in substantive bid evaluation. In sum, we will do what we can 

without compromising the interests of our customers. But we should not be 

required to compromise those interests to satisfy every conceivable or 

speculative merchant “concern,” nor can we agree to or promise the impossible. 

WHAT IS APS’ POSITION ON INTEGRATED RESOURCE 
PLANNING? 

I am supportive of the general concept of IRP, and in fact, it is part of my 

responsibilities at A P S .  However, the Commission’s present integrated resource 

planning (“IRP”) regulations were formulated in the late 1980s and, although 

only officially “suspended” in 1997, have not been actively utilized since the 

mid-1990s. Updating these rules to reflect today’s electric market, with its 

myriad of new energy products (both physical and financial) and new players 

(IPPs, ESCOs, brokers, RTOs, etc.), and to accommodate the increasingly 

competitive nature of the type of information typically needed for a proper IRP, 

would require considerable time and effort. We also have the issues of retail 

access and federal wholesale market design that would need to be factored into 

any new state IRP process. 

I might agree with Dr. Rosen that, if done properly and if reconcilable with 

continued retail competition and the new wholesale market design being 

hammered out on the federal level, this time and effort may be a worthwhile 

investment for both the Commission and utilities such as APS. But those are 

clearly some extremely important “ifs” that cannot be resolved in this 

proceeding. Moreover, there is simply no possible way of restarting such a cold 
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Q. 

A. 

and (as presently written) antiquated engine in time for a 2003 power 

solicitation. 

Even doing so by 2004, as is suggested by Dr. Rosen, would appear ambitious to 

me. The last set of IRP regulations did not have to worry about either retail 

competition or federally-mandated regionalization of the planning process, and 

yet they still took many months to finalize and many more months for the 

necessary data to be gathered. Typical resource planning proceedings of the time 

were themselves over a year in length. At best, it would be mid-2004 before the 

results of Dr. Rosen’s proposed IRP process could be implemented in any 

meaningful fashion. 

WHAT ABOUT DR. BERRY’S AND MR. KENDALL’S SUGGESTIONS 
ON DSM AND THE ESP? 

I agree that DSM options are difficult to evaluate “head-to-head” with supply 

options for many of the same reasons as discussed by Dr. Berry. (See Testimony 

of Dr. David Berry at 4.) It was for that reason, plus the short time allowed 

under the Staff Report’s tiineline for bid evaluation, that APS proposed to 

exclude DSM resources from the first Track B procurement. 

I further agree with Dr. Berry that developing a rational and effective DSM 

program will take time. (Id. at 5.) Moreover, since the Commission-directed 

redeployment of funds to the EPS, there is simply no existing funding source for 

DSM, nor a process in place for Staff evaluation and approval of DSM programs 

as existed during most of the 1990s. 
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Q. 

A. 

Finally, Dr. Berry’s “Environmental Risk Management” appears to be 

something that the Commission could, if it wished, address in any rejuvenated 

IRP process. I certainly would not support dealing with such an important issue 

on an ad hoc basis in this docket with this meager record. 

As to Mr. Kendall’s suggestion relative to the EPS, the Commission has already 

mandated a 2003 review of the entire EPS program. This would appear to be a 

perfect vehicle for vetting Mr. Kendall’s concerns rather than asking the 

Commission to make a hasty decision in Track B based on the input of a single 

potential vendor of EPS products. As to the specific situation of Mr. Kendall’s 

client, the Company has presently outstanding a renewables RFP, which RFP T 

am told remains open at the present time. 

ARE THERE OTHER REASONS WHY THE COMMISSION SHOULD 
DEFER ACTION ON THE RECOMMENDATIONS OF DR. BERRY, DR. 
ROSEN AND MR. KENDALL? 

Yes. In Decision No. 65 154, the Commission committed to a thorough review of 

all of the Electric Competition Rules. I can easily imagine that review impacting 

the practicality, necessity, or even the legality of some of these proposals. 

Overhanging any individual rule changes is the question of the long-term future 

of retail competition in this state. 

Also, the federal government is considering a variety of initiatives that affect 

IRP and renewable energy, both central station and distributed. These include 

the SMD requirements for regional planning and resource adequacy 

requirements that may or may not consider DSM. There are the planning and 

transmission expansion roles envisioned for RTOs, such as Westconnect, and 
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VI. 

Q. 
A. 

Q. 

A. 

also federal legislation or proposed rulemakings on distributed generation, 

interconnection, and renewable energy requirements. 

In short, there are too many unanswered questions regarding the nature, scope 

and even continued state role in resource planning to support deciding these and 

the related issues of DSM and EPS procurement at this time and in this 

proceeding. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

Yes. To do its job of meeting customer demand reliably and at a reasonable 

price, APS must ask for what every buyer must have-the ability to determine 

what it needs, when it needs it, and what it is willing to pay-in other words, 

Mr. Carlson’s ability to say “no7’ to proposals that hamstring the Company at our 

customers’ expense. 

Similarly, I urge the Commission to be cautious in adopting proposals that, 

although appearing to have some potential merit, have not been thoroughly 

addressed by Staff and the other parties, either during the Track B workshops or 

in their testimony. The “Law of Unintended Consequences” may not appear in 

any statute book, but it is well-founded in the human experience, as the still all 

too recent debacle in California reminds us. 

DOES THAT CONCLUDE YOUR PREFILED REBUTTAL TESTIMONY 
IN THIS PROCEEDING? 

Yes, it does. 
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REBUTTAL TESTIMONY OF THOMAS GLOCK 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051, et al.) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Thomas Glock. I am the Manager of Transmission Operations at 

Arizona Public Service Company (“APS” or “Company”). 

PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND 
EXPERIENCE. 

I have a Bachelor of Science degree from the University of Arizona. I began 

working for APS in 19@, and was an operator at the Yucca Power Plant in 

Yuma, Arizona until 1989. Subsequently, I have spent eleven years as a real- 

time generation dispatcher and/or managing the Company’s Energy Control 

Center (“ECC”). From 1997 to 2000, I was the Chief Dispatcher and 

Transmission Section Leader for the ECC. I am a North American Electric 

Reliability Council (“NERC”) and Western Systems Coordinating Council 

(b‘WSCC77) Certified System Dispatcher. From 2000 until earlier this year, I was 

the Manager of Interconnections Development, and in that capacity was 

responsible for all interconnections to APS’ transmission system. 

n/ 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

I will respond to the claims of some intervenors, including Mr. Thomas 

Broderick, Mr. Curtis L. Kebler and Mr. Robert W. Kendall that relate to 

Reliability Must Run (‘‘FWR’) issues and transmission import limitations in 

serving load-constrained areas such as the Valley and Yuma. 
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111. 

Q. 

A. 

SUMMARY 

PLEASE PROVIDE A SUMMARY OF YOUR TESTIMONY. 

Some of the merchant generator intervenors suggest that transmission 

deliverability and RMR should either be ignored or that the risk of any 

transmission limitations should be placed on APS rather than the seller. This is 

not the appropriate way to address RMR and deliverability. Instead, the RMR 

studies that were directed in the Track A order and discussed in the Biennial 

Transmission Assessment are the appropriate vehicles to quantify and resolve 

RMR issues. 

Wellton-Mohawk goes further, and recommends that all load in the Valley and 

Yuma areas be contestable. This clearly exceeds the direction given in the Track 

A order and makes little sense given APS’ existing transmission and rate-based 

generation resources. Wellton-Mohawk’s criticisms of APS’ resource planning 

for meeting load serving requirements in Yuma are likewise misplaced. 

REBUTTAL TO NEG’S AND RELIANT’S RECOMMENDATIONS 

NEG’S WITNESS, MR. BRODERICK, RECOMMENDS ELIMINATING 
RMR FROM THE DETERMINATION OF UNMET NEEDS. DO YOU 
AGREE WITH HIS REASONING? 

No. Mr. Broderick contends that there is “substantial uncertainty” about actual 

and future transmission import limits to serve APS customers. Apparently 

because of this uncertainty, he recommends that RMR and deliverability into 

transmission constrained areas such as the Valley simply be ignored in 

determining APS’ unmet needs. This unfairly and inappropriately allocates &l 

&, including reliability risk, associated with present and future RMR 

requirements solely to APS. Under Mr. Broderick’s logic, APS would have to 
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Q. 

A. 

Q. 
A. 

buy power that it could not import into the Valley to serve its customers 

depending on present or future RMR conditions. NEG chose to locate their 

power plant outside the Valley where they could benefit from access to 

California and other markets through the Palo Verde hub, so it is inappropriate 

for them to now demand that APS ignore transmission deliverability issues into 

the Valley. 

DO YOU HAVE OTHER REBUTTAL COMMENTS ON MR. 
BRODERICK’S TESTIMONY? 

Yes. Without providing any explanation, Mr. Broderick asserts that subjecting 

RMR to the main Track B procurement “can serve to demonstrate the validity of 

the calculated RMR.” (Broderick Test. at p. 17.) As I discussed above, finding 

out that RMR is a real concern after the procurement is completed is hardly 

good policy or practice. However, APS has proposed that non-APS RMR 

requirements be separately bid in the procurement, which should provide the 

same “test” that Mr. Broderick appears to advocate. 

HOW WILL RMR REQUIREMENTS BE DETERMINED? 

Consistent with both Decision No. 65 154, the Track A order, and the current 

Staff Biennial Transmission Assessment, APS will complete an RMR study for 

both the Valley and Yuma by the end of January. The Valley study will be 

performed in conjunction with Salt River Project. These studies will determine 

and document RMR issues in APS’ service area and will be completed prior to 

the competitive bidding commencing in 2003. There appeared to be consensus, 

or at least no opposition, at the Biennial Transmission Assessment workshops to 

using this approach for studying and quantifying RMR. Mr. Broderick’s 

suggestion that the issue either be ignored, or be decided without benefit of the 
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Q. 

A. 

Q. 

A. 

very study that Decision No. 65 154 ordered, is certainly contrary to the ongoing 

work in the Biennial Transmission Assessment. 

MR. KEBLER OF RELIANT RESOURCES ALSO CRITICIZED 
DETERMINING RMR REQUIREMENTS IN THE RMR STUDY. ARE 
HIS CRITICISMS WARRANTED? 

No. Throughout both the Track B workshops and in the Biennial Transmission 

Assessment, I believe it was understood that some details of the solicitation 

would be developed through January 3 1,2003. Reliant was a participant in both 

proceedings. The RMR studies addressed in both the Track A order and the 

Biennial Transmission Assessment are simply not yet completed. 

Further, the RMR figures are difficult to quantify in advance of the RMR study 

with the level of precision that Reliant demands. The actual import capability for 

any given hour, day, or year is dynamic, and thus the RMR requirements will 

vary based on final path ratings for new transmission lines and other system 

upgrades, anticipated generator loadings, the actual load and peak demand in the 

constrained area, and potential changes in system capability resulting from the 

loss of one electrical element, technically known as single contingency analyses, 

and the application of Western Electricity Coordinating Council (“WECC”) 

operating requirements. 

DID STAFF WITNESS JERRY SMITH RAISE THE ISSUE OF 
CHANGES TO THE IMPORT LIMITATION AS WELL? 

Yes. Mr. Smith commented at the final APS Track B Workshop that the figure 

provided for Valley Import Capability and which is used in APS’ needs 

assessment could be increased in certain years to reflect planned transmission 

projects. These include the Southeast Valley Project in 2006 and Table Mesa in 
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A. 

Q. 

A. 

2008. I agree in concept. However, neither of these projects have a Certificate 

of Environmental Compatibility. Nor can APS perform the technical analyses 

necessary to determine path ratings or the allocation of transmission rights 

among project participants. In fact, studies are just now being finalized on the 

Palo Verde-to-Rudd (Southwest Valley) 500 kV transmission line, due to be 

placed in service in 2003. Given these uncertainties, the most appropriate RMR 

figures to use in Track B are those based on current data and those that will be 

determined in the forthcoming RMR studies. This data will, of course, be 

updated when future projects are closer to being placed into service. 

REBUTTAL TO WELLTON-MOHAWK 

MR. KENDALL, ON BEHALF OF WELLTON-MOHAWK, 
RECOMMENDS THAT ALL LOAD INSIDE A LOAD POCKET 
SHOULD BE MADE CONTESTABLE. DO YOU AGREE? 

No. Mr. Kendall’s recommendation is directly contrary to what I interpret as the 

contestability standards established in the Track A order, primarily because most 

of APS’ load is in the Valley and Yuma metropolitan areas. Making all that load 

contestable would ignore APS’ existing coal and nuclear units that today serve 

these areas over existing transmission capacity and which are included in the 

Company’s rates. Further, transmission constraints are by no means a situation 

unique either to APS or Arizona-it is one present in virtually all major 

metropolitan areas. 

DOES WELLTON-MOHAWK CRITICIZE APS’ LOAD SERVING 
CAPABILITIES IN YUMA? 

Yes, but their criticism is dramatically overstated. Specifically, Wellton- 

Mohawk suggests that APS is acting in an environmentally unsound way in 

meeting its load serving obligations in Yuma. That is incorrect. Most Yuma load 
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is served from remote generation imported over transmission lines. Local 

generating capacity is used when the import limits are exceeded, but APS’ 

plants in Yuma meet or exceed all applicable environmental permitting 

requirements. Also, there is significant operational flexibility in meeting Yuma 

loads given the location of non-APS power plants in the area and the North Gila 

transmission line, which allows for energy purchases from the California 

markets. APS is also making transformer upgrades at substations in the area that 

will increase transmission import capability. 

APS is not in the critical position that Wellton-Mohawk suggests, and I certainly 

do not think it is necessary for APS to pay any sort of “RMR premium” at this 

time. As was recognized in the Biennial Transmission Assessment, the as yet 

still proposed Wellton-Mohawk project is by no means the only option APS has 

to address future load serving capability at Yuma, and I would not want to 

foreclose those other options by committing now to a project that does not have 

either a Certificate of Environmental Compatibility or any financing, 

particularly given today’s difficult credit environment. APS does, however, view 

the Wellton-Mohawk project as one of several possible future resources for 

meeting load serving obligations in Yuma. 

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 

1271510 1 

- 6 -  





l 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
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WILLIAM A. MUNDELL 

JIM IRVIN 

MARC SPITZER 

Chairman 

Commissioner 

Commissioner 

IN THE MATTER OF THE GENERIC 
PROCEEDINGS CONCERNING ELECTRIC 
RESTRUCTURING. 

IN THE MATTER OF ARIZONA PUBLIC 
SERVICE COMPANY’S REQUEST FOR 
VARIANCE OF CERTAIN 
REQUIREMENTS OF A.A.C. R14-2-1606 

IN THE MATTER OF THE GENERIC 
PROCEEDINGS CONCERNING THE 
ARIZONA INDEPENDENT SCHEDULING 
ADMINISTRATOR. 

IN THE MATTER OF TUCSON ELECTRIC 
POWER COMPANY’S APPLICATION FOR 
A VARIANCE OF CERTAIN ELECTRIC 
COMPETITION RULES COMPLIANCE 
DATES 

IN THE MATTER OF THE APPLICATION 
OF TUCSON ELECTRIC POWER 
COMPANY FOR APPROVAL OF ITS 
STRANDED COST RECOVERY 

DOCKET NO. E-00000-02-005 1 
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DOCKET NO. E-00000A-01-0630 
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NOTICE OF FILING OF DIRECT TESTIMONY OF 

THOMAS BRODERICK 

ON BEHALF OF HARQUAHALA GENERATING COMPANY, LLC 

Harquahala Generating Company, LLC, by and through its attorneys, hereby files the 

Direct Testimony of Thomas Broderick, Director, External Relations, West Region, PG&E 

National Energy Group, pertaining to the issues in “Track B” for the above-captioned proceeding. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Direct Testimony 
Of 

Thomas Broderick 
Harquahala Generating Company LLC 

November 12,2002 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND OCCUPATION. 

My name is Thomas Broderick. My business address is 845 N. 3‘d Ave, Phoenix, AZ 

85003. I am Director, External Relations, West Region, PG&E National Energy Group 

(“NEG”). Harquahala Generating Company, LLC (“HGC”) is our 1,092 MW nominal 

power plant under construction just west of Tonopah, AZ. 

PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND 

EXPERIENCE. 

A summary of my professional qualifications and experience is included in Exhibit TB-1 

attached to this testimony. 

ARE YOU FAMILIAR WITH THE TESTIMONY OF APS WITNESSES MR. EWEN 

AND MR. CARLSON, THE ACC STAFF 10-25-02 TRACK B REPORT, THE 11-6-02 

APS PRESENTATION AND APS’ RESPONSES TO DATA REQUESTS IN THIS 

PROCEEDING? 

Yes, my colleagues and I at the NEG endeavored to analyze these documents. 

PLEASE SUMMARIZE YOUR TESTIMONY. 

1. A P S  understated its current unmet needs in APS Schedule PME-1. In its calculations 

APS omitted several APS customers, incorrectly assigned Pinnacle West suppl! 

contracts to APS, vastly overstated the economic level of output of its exiting uni ts  

QBPHW. 143230.700 10.165 1 103.2 -3 - 
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and overstated its RMR requirements. Thus, my direct testimony focuses primarily on 

recalculating APS’ actual w e t  needs. The result of my analysis is a restatement in 

Exhibit TB-2 of APS’ Schedule PME-1. 

2. I have re-calculated APS’ current m e t  needs in Exhibit TB-2 as: 

~ - MW MWh 

2003 2,997 5,639,000 

2004 3,286 6,694,000 

2005 3,519 7,509,000 

2006 3,762 8,602,000 

To these figures I add approximately 1,946,000 MWh of potential economy 

interchange purchases that APS can obtain competitively at its discretion. 

My re-calculations confirm the reasonableness of Staffs MW and MWh 

recommendations for APS contained in the 10-25-02 Staff report. 

3. APS’ proposal over relies on a product with a volatile price - economy interchange 

purchases. Thus, I recommend that APS issue an RFP in the March 2003 solicitation 

for the amounts in Exhibit TB-2 and drastically reduce the amounts it intends to 

procure as economy interchange. My proposal will preserve the ability of ACC Staff 

to apply a price to beat concept, whereas APS’ proposal will make it very difficult. 

4. I recommend the ACC Track B order embrace the use of economic criteria called 

“minimize the net present value of rate impacts” which is presently employed in the 

Colorado solicitation. This criteria best captures ACC Staffs goals and will result in 

APS purchasing an equivalent quantity of power that it previously intended to 

QBPHX1143230.70010.1651103.2 -4- 
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purchase from its affiliate. If this criteria is embraced, the ACC will not have a need 

to “take over” the process, but rather APS will enjoy considerable business discretion. 

5 .  My analysis herein exposes what APS has known for several years - the competition 

in the Track B process will be most fierce for its older and less efficient gas and oil 

units and between the merchants themselves, including Pinnacle West. In its own 

earlier plans, APS had created plans to virtually idle their fleet of older gas and oil 

units. Their actual purchases in 2001 and 2002 demonstrate they were well on their 

way to doing just that. 

6. I recommend that APS file and the ACC approve a protocol for any future competitive 

procurement of economy interchange energy. The criteria for such a protocol should 

insure that APS solicits offers from the competitive wholesale market and in a manner 

that does not allow for inappropriate affiliate transactions or favoritism of particular 

parties. Such a protocol will reduce the incentive for APS to propose purchases 

outside of the Track B process. 

1. DETERMINATION OF APS UNMET MEEDS 

Q. WHY HAVE YOU RESTATED APS SCHEDULE PME-1 THAT SETS FORTH APS 

UNMET NEEDS? 

APS has significantly understated both its current capacity (“MW’) and energy (“MWh”) 

unmet needs. My restatement in Exhibit TB-1 confirms the appropriateness of the much 

higher MW and MWh amounts set forth in the ACC Staff report of 10-25-02. As part of 

the process of restating Schedule PME-1, I present an economic criteria and a specific 

A. 

QBPHX\. 143230.70010.1651 103.2 -5- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
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Q. 

A. 

formula that can be approved by the ACC and be employed by APS in its final 

determination of unmet need in January 2003 for use in the March 2003 solicitation. In 

the testimony that follows, I discuss each component of my restatement and proposed 

formula. I concentrate on the period 2003 to 2006, although under Staffs proposal 

contracts of longer duration can be approved when especially favorable economics are 

demonstrated. 

APS MW and MWh Forecasts 

WHAT ARE YOUR FINDINGS CONCERNING THE APS MW AND MWH 

FORECAST? 

The method APS has selected in determining w e t  needs in Schedule PME-1 defines 

their wholesale customers in a manner unfavorable to the merchants. 

According to APS, its 2002 weather normalized peak load was 5,850 MW. In the 

past 5 years, APS’ weather normalized peak load has grown an average of 231 MW per 

year from 4,692 MW to its present figure. Over the 5-year period 2003-2008, APS 

forecasts its load to grow an average of 268 MW per year. 

However, APS is forecasting a decline in its peak load from 5,850 MW in 2002 to 

5,723 MW for 2003. This is the result of APS employing multiple definitions of its own 

peak load - they assign their wholesale customers to APS or Pinnacle West in various 

ways. In Schedule PME- 1 , APS has used the definition that reduces the APS load forecast 

with the consequence of limiting the amount of capacity and energy subject to competitive 

procurement. 

QBPHN. 143230.7001 0.165 1 103.2 -6- 
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A. 

Q. 

A. 

Q. 

A. 

WHAT ARE THE VARIOUS DEFINITIONS OF PEAK LOAD THAT APS USES? 

In APS responses to HGC data requests, APS provided two sets of peak load figures an( 

in response to Staff they provided a 3rd set. They provided HGC actual peak load, whicl 

in 2002 on a weather normalized basis equaled 5,850 (HGC DR 1 Q. A.3c). They alsc 

provided an actual peak for retail customers and current cost-of-service wholesalt 

customers - in 2002 this was 5,486 (HGC DR 1 Q.A.l). This second figure is 364 MU 

less than the former. 

I tracked the second, lower forecast, to APS’ calculation of its m e t  needs in APE 

Schedule PME- 1. 

WHAT EXPLAINS THE DIFFERENCE BETWEEN THE TWO PEAK LOAD 

FORECAST DEFINITIONS YOU HAVE CITED? 

APS indicated, “APS forecasts prior to October 2001 included projections of peak demand 

and energy for Citizens, TOUA and Wickenburg.” So, apparently APS desires these three 

APS power sales contracts to be supplied by Pinnacle West generation. 

WHAT IS THE CONSEQUENCE OF RE-ASSIGNING THESE 3 CONTRACTS FROM 

APS TO PWCC? 

The change frees up over 300 MW of APS generation historically used to serve these 

customers. APS is proposing this generation be re-dedicated to serve APS retail 

customers. The primary consequence reduces both the amount of capacity and energy that 

APS would otherwise procure in this Track B proceeding. It therefore, reduces the 

amount that merchants such as Harquahala can compete for in the upcoming competition 

and merely awards these contracts to Pinnacle West generation. 
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A. 

DO YOU RECOMMEND THAT THE ACC REQUIRE APS TO EMPLOY THE 

DEFINITION USED BY APS PRIOR TO ITS OCTOBER 2001 FORECAST’? 

Yes. I base this recommendation on the following: 

1. APS’ official actual peak load still contains these three wholesale customers. 

2. A P S  has not provided actual language from these wholesale contracts specifically 

showing that Pinnacle West generation is the sole source for serving these customers. 

3. Even if they have this information, these long-term contracts went to Pinnacle West 

after the 1999 Electric Rules and APS Settlements occurred and the contracts last into 

years when supply is to be competitively procured and so APS proposes that its retail 

customers be denied the benefit of the competitive wholesale market on an equivalent 

amount of generation. It would seem that specific approval by the ACC, with these 

factors in mind, would be needed before APS could cease serving these customers. 

Thus, for the purposes of Track B both the MW and MWh to serve these contracts should 

be moved back into APS Schedule PME-1 and be competitively procured. APS provided 

a forecast for these three customers for 2003 totaling 3 13 MW and 1,621,448 MWh. In 

Exhibit TB-2, I have also used these same amounts for 2004-2006. 

My only re-calculation of APS MW and MWh in Exhibit TB-1 is to place these 

three contracts back under the APS load and energy forecast. These contracts may not 

seem large in the grand scheme of things, but if Harquahala won them we would feel very 

fortunate indeed. 
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A. 

IS APS’ FORECAST OTHERWISE TOO LOW? 

The October 2002 forecast of retail h4W and MWh appears reasonable. 

chances are somewhat greater that it is too low than too high. 

However, 

APS’ data responses (HGC DR 1 Q.A.5.1) indicate a persistent under forecasting 

as opposed to frequent alternating back and forth in accuracy. Schedule PME-6 indicates 

that their MWh forecasts have been much more accurate than their peak load MW 

forecasts. 

Forecasts prepared from 1992 to 1999 persistently under forecasted MW and 

MWh. Recently, a tendency to over forecast has emerged in forecasts from October 2000 

on. However, APS’s data response (HGC DR 1 Q.A.6.1) indicated that its most recent 

projection (October 2002), as compared to its prior April 2002 forecast reduced the 2003 

peak load projection by 211 MW, a significant reduction, and one that was carried 

forward each year thereafter. APS stated that the basis for the large reduction was a 

“Correction of System Load Factor.” 

In general, forecasters can be expected to under forecast in the early stages of an 

economic recovery and over-forecast in the early stages of an economic downturn. Given 

that APS has just reduced its forecast and we are late in an economic downturn and on the 

precipice of an economic recovery, the chances are better than 50% that their currenl 

forecast is too low. APS has made a large reduction in its most recent October 2002 load 

forecast, reducing each and every future year and, is therefore, very likely to end the briei 

period of over forecasting which started with its October 2000 forecast. 
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Q. 

A. 

CAPABILITY OF APS UNITS 

DOES APS’ FORECAST OF THE “PHYSICAL CAPABILITY OF APS UNITS” 

CONTAINED IN APS SCHEDULE PME-1 NEED RESTATEMENT? 

Yes. As APS notes, their generation varies over time due to outage schedules, economic 

conditions and other reasons, so its necessary to examine this information closely, 

particularly as regards economic conditions. APS provided us some historical annual 

data for 1992-2001 and data through September 2002. The average annual output of the 

entire existing APS generation for the ten-years ended 2001, was 21,278,000 MWh. The 

highest year was 2001 at 24,446,051 MWh and the lowest year was 1995 at 19,602,493 

MWh. The current year 2002 may end up being among the lowest years as APS 

generation has been displaced by its purchases from PWEC generation and unspecific 

“long-term purchases.” Through September 2002, the APS units produced 17,095,066 

MWh. At an earlier ACC Staff Track B workshop, APS provided its April 2002 forecast 

for its existing generation of 20,669,120 MWh for 2003 and 21,543,806 MWh for 2004. 

My analysis suggests that these figures provided by APS at the earlier workshops are 

reasonable, but that the figures in Schedule PME-1 are not. I build my case by focusing 

on APS ’ coal and nuclear generation. 

The actual output of APS’ coal and nuclear units was as follows: 

1999 20,727,061 MWh 

2000 21,347~ 18 MWh 

200 1 20,958,417 MWh 

3-year average 1999-2001 21,010,865 MWh 
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A. 

Thus, I note that the most recent 3-year average of production by the APS coal and 

nuclear units is approximately equal to the APS forecast of generation for 2003 (at 

20,669,120 MWh) and 2004 (at 21,543,896 MWh) for their entire existing generation 

base. 

HOW DID YOU REVISE SCHEDULE PME-1 IN LIGHT OF THIS AND OTHER 

DATA? 

I inserted into Exhibit Tl3-2 the 3-year historical average of APS’ coal and nuclear units 

generation in place of the figures APS used for Physical capability: 21,010,865 MWh. 

One could argue that even my figure over-states somewhat the future coal and nuclear 

output given the tightness of the wholesale market during 1999-2001 as coal and nuclear 

generation was, no doubt, being sold to other utilities during this time. It is, in part, for 

this reason that later in my testimony I recommend an economy interchange component 

for the coal and nuclear generation. 

CAN YOU MAKE FURTHER REASONABLENESS CHECKS ON THE 

APPROPRIATENESS OF USING THE PRODUCTION OF APS’ COAL AND 

NUCLEAR UNITS IN DETERMINING UNMET NEEDS? 

Yes. In 2001, APS purchased 504,985 MWh from Pinnacle West generation and through 

September 2002 APS purchased 1,554,314 MWh from PWEC generation. PWEC 

generation was just beginning to come on-line during these years and APS provided us its 

plans for purchasing much more in the future than these historical amounts. 

However, the impact of APS purchases in 2001 and 2002 from Pinnacle West was already 

noticeable in reduced generation of APS’ older gas and oil units. A few examples: 
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200 1 2002 

Capacity Factors (ACC Staff DR 1 Q.MR 1.3): 

West Phoenix CC 2 60.2% 33.7% 

Ocotillo Steam 2 38.5% 10.6% 

Saguaro Steam 1 36.7% 9.3% 

West Phoenix CT 1 18.4% 2.6% 

Ocotillo CT 1 24.4% 3.8% 

Yucca 4 11.9% 0.3% 

In fact, as compared to 2001 (and 2000 for that matter), all 18 of the APS gas / oil units 

experienced significant reductions in capacity factor in 2002. This is no surprise since 

these are precisely the units for which merchant generation such as Pinnacle West’s is 

designed to displace on an economic basis. This process was only just beginning in 2002 

with Pinnacle West’s Red hawk plant achieving initial commercial operation. 

Also, in data responses, APS provided the April 2002 forecast of the APS planned 

purchased power from the Pinnacle West units. I also compare these figures to the m e t  

needs in APS Schedule PME-1 plus economy interchange purchases: 

From Pinnacle West APS Schedule PME-1’ 

2003 5,728,434 MWh. 4,196,000 MWh 

2004 6,170,100 MWh 4,873,000 MWh 

2005 7,217,000 MWh 7,923,000 MWh 

2006 7,420,000 MWh 8,417,000 MWh 

-~ 

’ Plus economy interchange amounts in APS Schedule PME-13. 
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A. 

For 2003 and 2004, the April 2002 planned purchases by APS from Pinnacle West 

are substantially in excess of APS’ calculations of unmet need plus their proposed 

economy purchases. For 2005 and 2006, APS has proposed significant purchases - 

however, I have a major concern with the product (economy interchange) APS proposes 

for those years. At any rate, the figures above confirm that APS’ April 2002 plan for 

generation by its entire existing fleet is equivalent to that which had been historically 

produced by its coal and nuclear units for reasons which include APS’ plans to displace its 

own existing gas and oil units by purchases from Pinnacle West. 

THUS, FOR THE PURPOSES OF THE MARCH 2003 PROCUREMENT, YOU 

ASSIGN APS’ COAL AND NUCLEAR UNITS TO MEETING APS NEEDS, BUT 

WANT TO COMPETE AGAINST THEIR MORE COSTLY UNITS? 

Yes. Just as Pinnacle West wanted to economically displace these more costly units, so 

do we. 

As an overview of the wholesale market, the merchants can win against the total 

cost of nuclear and against the cost of a new coal plant. The dispatch cost of most of the 

existing coal units is generally less than the merchant units. As a result, the competition ir 

concentrated on older gadoil units and between the new merchant units themselves. 

Even though my testimony herein relies primarily on various comparisons oj 

historical and hture output of APS units, Pinnacle West units, and relative efficiencies 

my colleagues have performed sophisticated production costing simulations for 2003. 

2006 integrating APS and merchant units into a single economic analysis using 
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1 . c  

Q. 

“PROSYM’ and the “EMSS” database. The vendor of this data may require us to obtain a 

confidentiality agreement if ACC Staff wishes to review the results. These simulations 

confm my recommendation herein to compete for U S ’  older gas and oil units. 

TO GIVE THIS DISCUSSION EVEN MORE PERSPECTIVE, PLEASE INDICATE 

THE PHYSICAL CAPABILITY OF THE HARQUAHALA GENERATING FACILITY. 

Harquahala is a nominal 1,092 MW facility. Below is its production capability at various 

capacity factors: 

90% 8,609,000 MWh 

75% 7,174,000 MWh 

50% 4,783,000 MWh 

In other words, the Harquahala facility, alone is capable at supplying the entire 

APS m e t  need plus economy purchases through 2006 and represents multiples of what 

APS purchased from Pinnacle West in 2001 and 2002. If one includes the other parties in 

this case that have finished or nearly finished facilities, it becomes apparent that group is 

capable of supplying many multiples of the total APS unmet quantity plus economy 

purchases. Then, if you add other bidders that are no doubt going to appear, the 

competition for APS’ gas and oil units will be very significant. 

CAPABILITY OF PURCHASE POWER CONTRACTS 

WHAT IS YOUR ANALYSIS OF THE APS EXISTING PURCHASED POWER 

CONTRACTS? 
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Q. 

A. 

This question brings me to the next component of my re-calculation in Exhibit TB-2. 

Only very recently did APS identiijr that Pinnacle West had four short-term purchased 

power supply contracts that it desires to assign to APS customers which would have the 

effect of reducing APS’ unmet needs in 2003. According to AF’S, these are Pinnacle 

West’s “hedging” contracts with Constellation, Williams, and Morgan Stanley totaling 

125 MW at 100% capacity factor for July through September 2003 (Staff DR 1, Q. MR 

1.4) entered into by Pinnacle West. I believe Pinnacle West entered into these contracts 

as part of their unregulated trading and risk management activities (given the timeframe in 

which they were obtained). They are probably now above market contracts Pinnacle West 

wants to assign to A P S  retail customers, outside of the competitive procurement process. 

If allowed to do so, the net affect would be to transfer additional cost and risk to APS 

customers for the activities of Pinnacle West. In its data responses, APS defends the 

assignment of these contracts to APS but admits that they do not contain language that the 

contracts are dedicated to serve APS customers. 

HOW DO YOU RECOMMEND THESE CONTRACTS BE TREATED IN THIS 

PROCUREMENT? 

They should remain at Pinnacle West. Each of these contracts were entered into after the 

competitive bidding rules and APS Settlement were concluded and they each contain 

initial delivery dates that are well after the established date for starting the procurement 

program, which date had been established long ago. 

If these Pinnacle West contracts are beneficial to APS customers, Pinnacle West 

can bid them in the upcoming competition to serve APS load, but they should not have an 
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Q. 

A. 

automatic pass through. If they are the best deals, then they will be selected in the 

competition. Thus, the 955 MW and 1,798,000 MWh of contracts identified by AI'S in 

Schedule PME-1 should be reduced by 125 MW and 374,000 MWh, respectively. 

WHAT ABOUT THE APS CONTRACTS WITH PACIFICORP AND THE SALT 

RIVER PROJECT? 

The parties to Track B were informed of these contracts some time ago. Some new 

information is contained in APS data responses (Staff DR 1 Q. MRl.5) indicating that the 

SRP contract is dispatched based on APS economics. Hence, APS retail customers can 

benefit from a comparison of the cost of economy interchange to the cost of buying under 

the SRP contract be procured as economy interchange on an on-going competitive basis. 

Thus, in Exhibit TB-2, I include a range of potential economy interchange 

purchases for 2003-2006. As a check on my calculations, I note that APS data responses 

indicated that from 1998-2001, APS purchased a low of 1,788,000 MWh in 1998 to a high 

of 2,162,000 MWh in 1999. The four-year average over this period of APS purchases of 

economy interchange is 1,946 MWh. 

RMR GENERATION 

HAVE YOU MADE AN ADJUSTMENT TO THE RMR GENERATION IN 

SCHEDULE PME-l? 

Yes, I recommend that this reduction to unmet needs be eliminated from the formula to 

determine unmet needs. First, there is substantial uncertainty concerning actual and fbture 

import limits to serving APS customers. Second, subjecting the RMR quantities, if any, to 
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Q. 

A. 

competition can serve to demonstrate the validity of the calculated RMR. And most 

importantly, thirdly, my earlier analysis identified and confirmed APS’ own actual results 

and further plans to idle its gas and oil fleet in favor of Pinnacle West purchases for 2003 

and 2004 and prior to the in-service date of West Phoenix 5 .  Even in APS Schedule 

PME-1, APS projects very little RNR requirement for 2003. Since the RMR requirement 

is a future and not a present issue, it must be scrutinized carefully. 

FORMULA FOR UNMET NEEDS 

PLEASE SUMMARIZE YOUR FORMULA TO DETERMINE APS UNMET NEEDS 

FOR THE MARCH 2003 PROCUREMENT. 

The formula for the current procurement can be summarized as: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Appropriately include all APS customers in capacity and energy forecasts. 

Dedicate all existing APS coal and nuclear units to serving APS needs and 

augment those units with economy interchange purchases as future economics 

suggest. 

Subject all APS gas and oil units to economic competition via RFP now. 

Do not assign Pinnacle West’s 2003 purchase power contracts to APS. 

Subject APS’ purchases from SRP to competition from economy interchange. 

Do not create a set aside for FWR. 

Compute APS’ shortfall, if any, in EPS supply and subject it to competition fion: 

economy interchange. 
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A. 

Q. 

A. 

However, now having provided this specific formula, I believe that the above 7 items are 

likely to occur anyways if the ACC orders APS to employ the economic criteria set forth 

below in Section 3: Economic Criteria. 

ECONOMY INTERCHANGE PURCHASES & PROTOCOL 

NOW THAT YOU HAVE COMPLETED YOUR RECALCULATIONS OF THE 

VOLUME OF THE INITIAL PROCUREMENT, WHAT IS HARQUAHALA’S 

POSITION ON THE APS PROPOSAL TO PURCHASE MOST OF THEIR NEEDS AS 

ECONOMY INTERCHANGE? 

I believe that APS can responsibly seek to procure now the entire quantity displayed in 

Exhibit TB-2 on a long-term basis. The balance of their need can be procured as economy 

interchange later on. We see no apparent reason for APS to delay procuring the amounb 

in Exhibit TB-2 on a sound economic basis for capacity and energy within the carellly 

structured Track B process. 

DO YOU HAVE ANY OTHER REACTIONS TO APS’ PROPOSAL TO PROCURE 

ECONOMY INTERCHANGE IN LARGE QUANTITIES? 

Yes. Harquahala and the NEG are very familiar with this product and buy and sell il 

virtually every day throughout the U. S .  Also, economy interchange is an importani 

component of most utilities’ energy sales and purchase portfolios. 

Our policy position throughout this proceeding has been that APS should seek 2 

balanced portfolio consisting of a variety of products of various durations. We have alsc 

repeatedly indicated how attractive the power market, like the home mortgage market, ir 
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today and thus, that APS can lock in favorable long-term purchases now to the benefit of 

its retail customers. 

Hence, we would anticipate APS to procure a portion of their unmet needs as 

economy interchange, but not anywhere close to the large magnitudes they are now 

proposing. I have included a range of possible economy purchases in Exhibit TB-2. It is 

appropriate for utilities, like APS, to rely on economy purchases for reasonable 

uncertainties in the load forecast, uncertainties in the energy forecast for supply by the 

Environmental Portfolio Standard (the EPS is 170,000 MWh in 2007), and especially for 

on-going economic comparison of the economics of the SRP contract with the market, and 

to augment variations in their coal and nuclear generation. For example, APS’ data 

responses indicated major outages at its Palo Verde facilities in the fall of 2003,2005 and 

2007 that will require them to replace the lost output. A portion of this reduction can be 

satisfied by economy interchange. 

But, there is simply no basis for delaying the competition between APS’ high heat 

rate and the merchants’ low heat rate facilities for the simple reason that they cannot beat 

a new merchant producer using today’s most modern equipment. 

However, if the ACC is inclined to accept APS’ proposal to rely very heavily on 

economy interchange in this procurement, we feel compelled to point out the following 

about their economy interchange proposal: 

1. The APS economy interchange proposal maximizes the likelihood of price volatility 

due to its reliance on the very short-term market. If there has been any lesson learned, 

it should be that an over reliance on the short-term market puts retail customers at risk. 
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Such heavy reliance undermines this Track B process. Its ironic to me that Mr. 

Carlson, in his testimony, on one hand laments the lack of time remaining between 

completion of the March 2003 contracts and the start of contracts for the third quarter 

of 2003, but on the other hand, APS proposes to acquire so much economy 

interchange which is normally procured only days if not hours before delivery. 

2. The APS proposal results in the vast majority of the procurement occurring outside of 

the current process. In fact, APS’ witness, Mr. Carlson, expresses agreement with 

ACC staff that economy purchases can be made much as they are today, First, this 

likely mischaracterizes ACC Staffs position insofar as Staff had not received APS’ 

proposal before their report was issued. Second, APS would procure outside of the 

reach of the independent monitor and away from the light of this process and it allows 

APS to purchase large amounts of energy from Pinnacle West generation under less 

than arms length procedures and without oversight. Thirdly, a number of the typical 

practices today for procuring economy interchange are not competitively friendly and 

favoritism is frequent. While, we are appreciative that APS has begun a dialogue on 

how its process for procuring economy interchange can be improved, they have not 

made any specific commitments to do so in this proceeding. Lastly, their proposal 

undermines ACC Staff’s support for long-term contracts in circumstances of 

especially strong economics (using Staffs price to beat) for the simple reason that 

people will be bidding on a very limited range of products for a very limited duration. 

3. The APS economy interchange proposal limits the competition to fuel prices. M e 1  

categories of future costs of APS existing units should factor into the competition. FOI 
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example, their capital budgets. Such budgets include the costs of environmental 

programs. So, through their proposal APS has merely attempted to overly narrow the 

areas of this already limited competition. 

4. The APS proposal needlessly extends the drama of much of the competition into the 

future. As noted earlier herein, the process of reducing the output of APS’ older gas 

and oil units is already well underway and cannot be reversed since the heat rates of 

the merchants’ new technologies, including those of Pinnacle West, are dramatically 

lower than these older units. It will be many years hence when the power market is 

once again briefly limited in supply that these units will operate on a temporary basis. 

There is no need to pretend and plan on operating, for example, Ocotillo at full 

physical capability when it will be displaced year after year by the new units. APS 

can, with confidence, go to the market now to purchase on a multi-year basis the 

output from such new units. And the small balance it can purchase from the economy 

interchange market. 

5. Because economy interchange purchases are of short duration, the APS proposal may 

falsely keep APS and Pinnacle West’s hopes alive that the Track B program is 

temporary. The sooner APS can accept that this program is here to stay, as the Public 

Service Company of Colorado has done, the sooner its retail customers can benefit to 

the fullest extent. 

6. The APS proposal is substantially different from its own earlier proposal for a 

descending clock auction and will result in most of the procurement occurring outside 

of the process Staff and the other parties have worked so hard to achieve. Even APS 
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A. 

acknowledges this. If APS cannot complete their auction process, it’s better to go 

forward with a large W P  now than wait. 

7. Economy interchange purchases are typically made very close to the date of initial 

delivery. In today’s depressed energy market, a plant such as Harquahala may not be 

operating in a quick response mode unless it has a firm “anchor” contract to plan on. 

Thus, there is a greater chance plants such as ours will be off-line and cold when the 

call comes from APS for bids on economy interchange. This makes APS’ attempted 

assignment of the 3 wholesale contracts to Pinnacle West even more valuable. They 

provide Red Hawk an “anchor tenant,” thereby giving that unit an advantage in 

supplying economy interchange. 

For all the above reasons, we conclude it is inadvisable for the Track B procurement to 

obtain anywhere close to the volume of economy interchange as APS proposes. The ACC 

can rectify this error by articulating economic criteria in its Track B order. 

WHEN APS PROCURES ECONOMY INTERCHANGE, SHOULD IT BE IN A 

COMPETITIVE MANNER? 

Yes, for several reasons. First, its important the ACC Staff eliminates the incentive for 

A P S  to escape the official March 2003 procurement process and to over-rely on economy 

purchases. The ACC can help accomplish this by establishing a simple protocol for 

purchasing economy interchange. It would be a good start if APS filed its preferred draft 

protocol in this Track B hearing for review and comment by the parties since APS already 

appears to be using a more sophisticated method for some of its economy purchases. 

Such a protocol would result in APS publicly posting its needs, APS quickly receiving 
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A. 

competitive offers from all qualified suppliers, APS implementing appropriate conduct 

vis-a-vis its affiliate and ACC Staff periodically reviewing reports summarizing 

transactions. I would be eager to review and comment on a draft protocol. 

ECONOMIC CRITERIA FOR TRACK €3 

WHAT IS THE ECONOMIC CRITERIA YOU ARE RECOMMENDING TO THE ACC 

FOR USE IN TRACK B UNMET ENERGY NEEDS? 

Rather than planning on running all units, including the older ones, at full throttle year 

after year regardless of the high cost, we are recommending a criteria that will enable APS 

to properly plan and implement how decisions regarding the relative economics of various 

power supply options are undertaken. 

We propose the “minimize net present value of rate impacts” criteria. 

The Colorado competitive procurement Rules (4 Code of Colorado Regulations 

723-3, Rules 3610(f) employ this criteria: 

“In selecting the final resource plan, the utility’s objective shall be to 
minimize the net present value of rate impacts, consistent with 
reliability considerations and development risks.” 

“Net present value of rate impact means the current worth of the 
average annual rates associated with a particular resource portfolio, 
expressed in dollars per kilowatt-hour in the year the plan is filed. The 
net present value of rate impact for a particular resource portfolio is 
first calculated by discounting the total annual revenue requirement by 
the appropriate discount rate. The discounted revenue requirement is 
then divided by the total utility kilowatt-hour requirement for that year 
and averaged across the years of the planning period.” 

Its very important to note that the “portfolio” referred to in Colorado includes the utility’s 

existing generation and purchase power contracts. Hence, the economic comparisons 
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between existing and new resources in Colorado are direct and. transparent and this is 

exactly what I am proposing be adopted in Arizona. 

I propose the ACC adopt this criteria in the Track B proceeding with only slight 

modification. In Colorado, the “plan” is the final portfolio. However, for Arizona, I 

recommend the word “plan” be changed to “contracts” and the word “planning” be 

changed to “contracting.” 

We believe that if the ACC embraces the criteria of minimizing net present value 

of revenue requirements, then it will naturally set in motion revisions to Schedule PME-1 

that will produce results much closer to what I, in Exhibit TB-2, and ACC Staff have 

already calculated as being economic. Thus, by imposing economic comparison as 

described herein, the ACC Staff can cause APS to increase its init id procurement to levels 

commensurate with what APS had planned to purchase from Pinnacle West. And this can 

be accomplished without the ACC “taking over” the process and dictating specific 

products and timing. APS, once armed with the proposed economic criteria, will still have 

significant discretion in the March 2003 procurement. And lastly, and most important, 

this criteria directly embraces ACC Staffs primary goal of achieving consumer benefits 

from the Track B process. 

In conclusion, we hope the Track B Order will direct A P S  to comply with the 

economic criteria stated herein and will submit a plan in January 2003 that seeks an initial 

procurement for quantities presented in Exhibit TB-2. 
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4. 

Q. 

A. 

ACC STAFF TRACK B REPORT OF 10-25-02 

IN YOUR OPINION, DOES THE ACC STAFF TRACK B REPORT SET FORTH THE 

CRITICAL PARAMETERS NECESSARY FOR A SUCCESSFUL SOLICITATION 

AND ACCURATELY CONVEY THE AREAS OF CONSENSUS ACHIEVED IN THE 

WORKSHOPS PRECEDING THE REPORTS ISSUANCE? 

Yes. I am grateful for the Staffs hard work and support of the Track B process leading to 

the issuance of this Report. It is detailed and provides subsequent opportunities for input 

into the process by all parties throughout the procurement process. Staff has clearly 

listened to all the participants, including the merchants, in preparing this report. I have 

only very few points to offer. 

First, as compared to this Report, my testimony herein encourages the Staff to 

further strengthen the language in the Track B Order to include economic criteria that will 

better lead to the attainment of Staff's goals stated in the Introduction of the report (e.g., 

cost savings for ratepayers and economic benefits to consumers). 

My testimony also asks that Staff look at 4 purchased power contracts that were 

entered into by APS' affiliate prior to the September 1 , 2002 cut off date recommended in 

the Report, in part, because I am not sure the ACC approved those contracts and, if they 

were approved, do the issues presented herein cause reconsideration for the purposes of 

this solicitation. 

Next, on page 21, line 19, APS is allowed to wait until 14 days before bids are due 

to indicate whether or not bidders have pre-qualified. My employer would prefer advance 

QBPHM 143230.70010.165 1103.2 -25- 
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Q. 

A. 

notice of at least 30 days if possible. It appears this is easily doable given that the pre- 

qualification process starts when the prospective list of bidders is prepared. 

I am appreciative that Staff has encouraged APS to consider differing means of 

providing risk mitigation. 

Also, Staffs recommended use of a single fuel forecast to evaluate each fuel type 

is very helpful and can reduce the likelihood of manipulation to favor an affiliate. 

As regards price to beat, my employer is content with that information not being 

We are comfortable merely learning as to specifically disclosed as to its amount. 

compliance with the price to beat. However, if the price to beat is disclosed to APS, then I 

recommend it be disclosed to all at the same time. 

HAVE YOU REVIEWED THE STAFF’S CALCULATION OF APS CONTESTABLE 

CAPACITY AND ENERGY PRESENTED IN THE REPORT? 

Yes. Staffs calculations and my calculations presented in Exhibit TB-1 are about the 

same with mine being a little higher in total. In Exhibit TB-2, I separated my total m e t  

need into that to be sought in the March 2003 procurement and that to be sought by APS 

as economy interchange on an on-going basis. 

My calculations demonstrate that my total m e t  needs calculation relies upon 

economic comparisons of merchant bids and APS gas and oil units’ dispatch cost. Thus, I 

support revising criteria that require a solicitation in 2003 for energy and capacity that 

“cannot be economically supplied from generation assets already included in the utility’s 

rate base.” 
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5. 

Q. 

A. 

Q. 

A. 

OTHER 

ON PAGE 7, STARTING ON LINE 10, APS WITNESS MR CARLSON BEGINS Ti 

DESCRIBE THE PRODUCTS APS WOULD SEEK IN ITS RFP. 

SEEKING ONLY STANDARD WHOLESALE PRODUCTS? 

No. Mr. Carlson describes purchasing 7-days a week. For the 16 hours he lists, th 

standard product is 6-days a week. While we would ideally like to sell power every da: 

of the week, the selection of a non-standard product will have several consequences 

First, it will make it more difficult for ACC Staff to accurately establish a “price to beat 

since forecast data on standard products is more readily available. Second, it will reducc 

ARE THE 

the competition to only those willing to offer a non-standard product. 

Its possible that Mr. Carlson meant 6 days and not 7 days in his testimony becausc 

on page 8, line 1 of his testimony, he discusses “6 x 16” power, where the 6 means tht 

number of days in a week. On line 7 of that same page, he says, “. . .the market is thinnei 

- 

than for the more standard 6 x 16 product.” 

So, it would be helpful if APS could clarify their position on this matter. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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Exhibit TB-1 

THOMAS BRODERICK 
STATEMENT OF QUALIFICATIONS 

200 1 -present PG&E National Energy Group 

Thomas Broderick is Director External Relations, West Region for PG&E 
National Energy Group. He is responsible for regulatory, legislative and 
community relations. His current efforts are concentrated in Arizona, Colorado, 
and Louisiana where the Company has power plant projects and competitive 
bidding is planned or underway. 

U.S. State Department /USAID, Kiev, Ukraine and Washington, D.C. 1999 - 2001 

Senior Energy Advisor 

1997 - 1998 PG&E Energy Services Corporation, Scottsdale, Arizona 

Energy Consultant 

1984 - 1996 Arizona Public Service Company 

Planning Manager 
0 Supervisor, Load Forecasts 

Supervisor, Regulatory Affairs 
Economist, Regulatory Affairs 

1982 - 1984 Miller Brewing Company, Milwaukee 

Analyst, Marketing Research 

1981 Illinois Health Finance Regulatory Authority, State of Illinois, Chicago 

0 Economist 

1981 
1979 

Masters, Economics, University of Wisconsin - Madison 
Bachelors, Economics, Arizona State University - Tempe 
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Exhibit TB-2 

RESTATEMENT OF APS SCHEDULE PME-1 

MW 2003 

Total APS customer load’ 

+ 15% reserve margin 598 

- Capability of coal and nuclear 2,798 

- Capability of purchase contracts 

- Planned renewable under EPS 

= Net unmet needs 2,997 

8303 

9 

Energy (GWh) 2003 

Total AF’S customer energy’ 

- Capability of coal and nuclear, 

- Capability of purchase contracts 

2 1,011 

1 ,4243 

2004 2005 

602 602 

2,798 2,798 

837 844 

17 23 

3,286 3,519 

- 

2004 2005 

21,011 21,011 

1,672 1,986 

Includes 3 13 MW and 1,621 GWh in addition to APS Schedule PME-1. 
Includes a reduction of 125 MW and 374 GWh as compared to APS Schedule PME-I . 
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2006 

6,036 
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6,835 

606 

2,798 
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29 
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21,011 

2,044 
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- - Planned renewable under EPS 41 85 

= Net unmet needs 

14 142 

5,639 6,694 7,509 8,602 

Note: From 1998-200 1, APS purchased, on average, 1,946 GWh of economy interchange. 
Thus, in addition to the net m e t  energy needs above, APS should, at its discretion, continue to 
make similar economy interchange purchases when economic to do so to augment or displace 
their coal and nuclear units, their SRP purchase power contract and the shortfall, if any, in EPS 
supply. 
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THE ARIZONA CORPORATION COMMISSION 

WILLIAM A. MUNDELL 

JIM IRVIN 

MARC SPITZER 

Chairman 

Commissioner 

Commissioner 

IN THE MATTER OF THE GENERIC 
PROCEEDINGS CONCERNING ELECTRIC 
RESTRUCTURING. 

IN THE MATTER OF ARIZONA PUBLIC 
SERVICE COMPANY’S REQUEST FOR 
VARIANCE OF CERTAIN 
REQUIREMENTS OF A.A.C. R14-2-1606 

IN THE MATTER OF THE GENERIC 
PROCEEDINGS CONCERNING THE 
ARIZONA INDEPENDENT SCHEDULING 
ADMINISTRATOR. 

IN THE MATTER OF TUCSON ELECTRIC 
POWER COMPANY’S APPLICATION FOR 
A VARIANCE OF CERTAIN ELECTRIC 
COMPETITION RULES COMPLIANCE 
DATES 

IN THE MATTER OF THE APPLICATION 
OF TUCSON ELECTRIC POWER 
COMPANY FOR APPROVAL OF ITS 
STRANDED COST RECOVERY 

DOCKET NO. E-00000-02-005 1 

DOCKET NO. E-0 1345-0 1-0822 

DOCKET NO. E-00000A-01-0630 

DOCKET NO. E-01933A-02-0069 

DOCKET NO. E-01933A-98-0471 

ERRATA TO EXHIBIT TB-2 ATTACHED TO DIRECT 

TESTIMONY OF THOMAS BRODERICK 

ON BEHALF OF HARQUAHALA GENERATING COMPANY, LLC 

Attached is a new Exhibit TB-2 , Restatement of APS Schedule PME-1, filed with the 

Direct Testimony of Tom Broderick, dated November 12,2002, in replacement of the old exhibit 

at Page 29. 
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DATED this 12th day of November, 2002. 

RESPECTFULLY SUBMITTED this 12h day of November, 2002 

QUARLES & BRADY STREICH LANG LLP 
Renaissance One 
Two North Central Avenue 
Phoenix, AZ 85004-2391 

60z229.5607 
Attorneys for Harquahala Generating Company, LLC 

ORIGINAL and 21 COPIES filed November 12,2002, with: 

Docket Control 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 

COPIES hand-delivered without a copy of the Service List November 12,2002, to: 

Chairman William Mundell 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 

Commissioner Jim Irvin 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 

Commission Marc Spitzer 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 

Lyn A. Farmer, Esq. 
Chief Administrative Law Judge 
Hearing Division 
ARIZONA CORPORATION COMMISSION 

I 
QBPHX\.143230.70010.1651103.2 -2- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

2; 

2: 

2L 

2: 

2( 

1200 West Washington Street 
'hoenix, AZ 85007 
Clhristopher Kempley, Esq. 
l i e f  Counsel, Legal Division 
-ZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 

Ernest G. Johnson, Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West WashinDon Street 
Phoenix, AZ 85007 

COPIES mailed without a copy of the Service List November 12,2002, to: 

All parties of record on the service list for 
Consolidated Docket Nos. E-00000A-01-005 1 ; 
E-1 345A-01-0822; E-00000A-01-0630; 
E-01 933A-02-0049; and E-01 933A-98-0471 
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Exhibit TB-2 

RESTATEMENT OF APS SCHEDULE PME-1 

Mw 2003 

Total APS customer load' 6,036 

+ 15% reserve margin 598 

- Capability of coal and nuclear 2,798 

- Capability of purchase contracts 

- Planned renewable under EPS 

= Net unmet needs 2,997 

8302 

9 

Energy (GWh) 2003 

~ o t a l  APS customer energy2 28,115 

- Capability of coal and nuclear 21,011 

- Capability of purchase contracts 

- Planned renewable under EPS 

= Net unmet needs 5,639 

1 ,4243 

41 

2004 

6,336 

602 

2,798 

837 

17 

3,286 

2004 

29,462 

21,011 

1,672 

85 

6,694 

2005 

6,582 

602 

2,798 

844 

23 

3,519 

2005 

30,620 

21,011 

1,986 

114 

7,509 

2006 

6,835 

606 

2,798 

852 

29 

3,762 

2006 

3 1,799 

21,011 

2,044 

142 

8,602 

Note: From 1998-200 1, APS purchased, on average, 1,946 GWh of economy 
interchange. Thus, in addition to the net unmet energy needs above, APS should, at its 
discretion, continue to make similar economy interchange purchases when economic to 
do so to augment or displace their coal and nuclear units, their SRP purchase power 
contract and the shortfall, if any, in EPS supply. 

I Includes 313 MW and 1,621 GWh in addition to APS Schedule PME-I. 
Includes a reduction of 125 MW and 374 GWh as compared to APS Schedule PME-1. 
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APS of PWEC dedicated generation, as presented in a handout from Tom 
Mumaw at an ACC workshop: 

a. for 2003, 1,700 Mw and 5,728,434 Mwh; 

b. for 2004, 1,700 Mw and 6,170,100. 

Response: 
The APS purchases of PWEC dedicated generation referenced above were calculated as 
part of the April 2002 forecast and assumed the pricing model of the proposed PPA. 

. ,  . -  



9. Please provide the forecast of APS purchases from PWEC for the years 2005 
through 2012 from the forecast referenced in Data Request 8 above. Please 
separate the total forecasts by year into forecast for the Red Hawk power plant 
and all other PWEC generation purchases by APS. 

Response: 
The following table provides the APS purchases of PWEC dedicated generation by year 
from the April 2002 forecast. See also Responses to Question Nos. 7 and 8. 

2005 5,023 2,194 7,217 

2006 5,131 2,289 7,420 

. 2007 4,957 4,855 9,8 12 

2008-2012 Data not available. 
, 
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Introduction 

Q. Please state your name and business address. 

A. My name is David Berry. My business address is Post Office Box 1064, Scottsdale, 

Arizona 85252-1 064. 

Q. By whom are you employed and in what capacity? 

A. I am Senior Policy Advisor with the Land and Water Fund of the Rockies (LAW 

Fund). 

Q. Please describe the LAW Fund. 

A. The LAW Fund is a regional environmental law and policy center serving the Rocky 

Mountain and Desert Southwest states, headquartered in Boulder, Colorado. The 

LAW Fund's Energy Project promotes the development of clean energy power 

production technologies, energy efficiency, renewable resources, and other measures 

that help to minimize the environmental impacts of meeting the demand for energy 

services in an economically and politically acceptable fashion. The LAW Fund has 

been involved in proceedings before the Commission for about ten years. 

Q. What is the purpose of your testimony in this proceeding? 

A. I am requesting that the Commission set up processes to incorporate demand side 

management and environmental risk management in future competitive solicitations. 

In addition, I am proposing several implementation measures for the initial 

competitive solicitation process. 

Q. What are your professional qualifications related to these matters? 

A. A summary of my qualifications is provided in Exhibit DB-1. 
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Demand Side Management 

Q. What is Demand Side Management (DSM)? 

A. The Office of Energy Efficiency and Renewable Energy of the U.S. Department of 

Energy defines DSM as ‘b.. .actions taken on the customer’s side of the meter to 

change the amount or timing of energy consumption. Utility DSM programs offer a 

variety of measures that can reduce energy consumption and consumer energy 

expenses.’’ 

Q. What is the public interest in DSM? 

A. Cost effective DSM is a resource which can help meet the demand for electric energy 

services at lower cost than conventional generation resources. The public interest in 

DSM is to ensure that consumers’ electric energy service bills are as low as possible. 

If cost effective DSM measures are not pursued, consumers will pay more for electric 

energy services than necessary. In addition, because DSh4 displaces electricity and 

generally has a stable cost, it helps consumers and utilities avoid fluctuations in the 

price of electricity and natural gas used to generate electricity. Further, DSM may 

reduce or eliminate the need for more transmission or distribution capacity, may 

avoid transmission constraints, and can reduce the environmental impacts of 

electricity consumption, including compliance costs associated with fbture 

environmental regulation. 

Q. Has the Commission expressed support for DSM? 

A. Yes. The Recommended Decision on Springerville Units 3 and 4 (which the 

Commission adopted in relevant part at its October 29,2002 Open Meeting) states 

that “We encourage TEP and all Arizona utilities to practice energy efficiency and to 

implement energy efficiency measures when feasible and cost effective, not only as a 

means of pollution control, but also as a means of cost containment, both of which we 

support.” Track B provides a means for the Commission to act on that support. 

direct testimony 
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Q. What evidence is there that DSM achieves savings in kW and kWh? 

A. There have been numerous studies and DSM programs that conclude that DSM 

measures can reliably reduce power and energy consumption and that indicate how 

such reductions can be achieved.’ 

Q. Are Arizona utilities currently conducting large scale DSM programs? 

A. Apparently not. In response A4 to Harquahala Generating Company’s first set of data 

requests, Arizona Public Service Company (APS) reported that it did not include any 

DSM in its forecasts. In response to question A3, APS stated that no DSM funding 

was authorized after 1999. In response to the same questions, Tucson Electric Power 

Company (TEP) provided a forecast of 6 to 7 MW of DSM per year but no MWh 

savings due to its Guarantee Home Program. (TEP did not explain the absence of 

energy savings). However, huge opportunities for cost effective DSM remain.* 

A. How can DSM fit into the Commission’s Track B process? 

A. Track B is concerned with developing a competitive procurement process for APS 

and TEP to obtain power to serve their ratepayers. Cost effective DSM would be a 

greater benefit for ratepayers than some purchases of electricity from the wholesale 

Among these studies are the following: Pacific Northwest Laboratory, Industrial Demand Side 
Management: A Status Report, prepared for the Office of Energy Efficiency and Renewable Energy, U.S. 
Department of Energy, May 1995, Report No. PNL-10567. Arizona Corporation Commission, Staff 
Reports on Resource Planning, 1990,1993, and 1996. Charles Goldman, Joseph Eto, and Galen Barbose, 
“California Customer Load Reductions during the Electricity Crisis: Did They Help to Keep the Lights 
On?” Lawrence Berkeley National Laboratory, LBNL-49733, May 2002. Connecticut Energy 
Conservation Management Board, Report of the Energy Conservation Management Board, Year 200 1 
Programs and Operations, 2002. Kim Clark and David Berry, “House Characteristics and the Effectiveness 
of Energy Conservation Measures,” Journal of the American Planning Association, Summer 1995: 386- 
396. Kim Clark and David Berry, “Targeting Residential Conservation Measures,” Home Energy, 
September/October 1994: 14-1 5 .  Howard Geller, “Utility Energy Efficiency Programs and Systems 
Benefit Charges in the Southwest,” Southwest Energy Efficiency Project, 2002. Marilyn Brown et al. 
National Impacts of the Weatherization Assistance Program in Single-Family and Small Multifamily 
Dwellings, Oak Ridge National Laboratory ORNL/CON-326, 1993. E. Gregory McPherson, ‘‘Evaluating 
the Cost Effectiveness of Shade Trees for Demand-Side Management,” The Electricity Journal, November 

1 

1993: 57-65. 

See Southwest Energy Efficiency Project (SWEEP), The New Mother Lode: The Potential for More 
Eficient Electricity Use in the Southwest, Boulder, CO: 2002. 
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market. As Track B has developed, DSM resources could be bid, but the emerging 

competitive solicitation process is not conducive to acquiring DSM in lieu of more 

expensive conventional generation. For instance, DSM is generally a long term 

resource while the utilities may seek only short term supply contracts. DSM, with its 

higher up-front costs and longer life spans, may not be readily comparable to short 

term power purchases. In addition, the performance-related risks of DSM are very 

different than the performance-related risks of conventional power supplies and need 

to be managed differently. Utilities have focused on managing the risks of power 

purchases. The LAW Fund proposes that the Commissioii adopt a policy to ensure 

that cost effective DSM resources are actively sought and acquired. 

Q. What should the major features of the Commission’s DSM policy be? 

A. The DSM policy should include the following features: 

A resource acquisition process separate from competitive solicitations for 

conventional generation. The separate process would be more attractive to 

vendors of DSM than would an all-source bidding process. 

Target levels of cost effective DSM kW and kWh savings, considering the costs 

of DSM and the (avoidable) costs of conventional generation resources. 

DSM implementation time tables for APS and TEP. 

Q. How can DSM resources be considered without delaying the Commission’s schedule 

for starting competitive solicitations in Track B? 

A. The Commission desires to implement competitive solicitations for wholesale power 

acquisitions quickly, but setting up effective DSM programs will take time. The 

LAW Fund does not wish to slow down the initial competitive solicitations 

undertaken by utilities as a result of Track B. Therefore, I propose that the 

Commission set up a separate process for developing its DSM policy which would be 

in place in time for the second and subsequent rounds of competitive solicitations. 
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Q. Why should the Commission address DSM policy now if that policy would not 

become effective until after the first round of competitive solicitations? 

A. Developing a DSM policy will take time. Staff, utilities, and others need to update 

their knowledge of DSM, DSM programs in other jurisdic:tions should be reviewed, 

costs of DSM programs need to be considered, target levels of DSM (kW and kWh 

savings) must be established considering avoided costs associated with conventional 

resources, and program delivery methods must be examined. The DSM policy 

analysis should start as soon as possible, i.e., in early 2003. The Commission might 

need about a year to sort through the issues, resulting in an Order by the spring or 

summer of 2004. Specific utility programs will then have to be developed and 

reviewed by the Commission. If this process is completed in 2005, it will then be 

time to address the second cycle of competitive solicitations. That second cycle will 

require considerable attention from utilities, Staff, and other parties. It would be too 

burdensome to develop a DSM policy and new competitive solicitation guidelines for 

conventional resources at the same time. Further, the results of the DSM analysis 

would be needed as inputs into the competitive solicitation process for conventional 

resources. Therefore, I recommend that the Commission use the current proceeding 

to formally start the process of workshops and hearings necessary to implement a 

DSM policy. 

Q. What is your recommendation for how the Commission should proceed so that DSM 

proposals can be developed and brought to the Commission for its consideration? 

A. The Commission should direct Staff to conduct workshops and then request a 

hearing. Exhibit DB-2 sets forth a process. 
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Environmental Risk Management 

Q. What is the public interest in the environmental aspects of utility resource 

acquisitions? 

A. The public interest in environmental aspects of utility resource acquisitions stems 

from: a) Commissioners’ previous statements on environmental matters; b) the 

recovery, through rates, of the costs of meeting environmental targets and 

requirements, including consideration of the allocation of risk of recovering future 

costs from ratepayers, power suppliers, and utility shareholders; and c) the 

environmental externalities (such as pollution) of power production imposed on 

society and the ecology of the State. 

Q. What have Commissioners stated regarding environmental matters? 

A. In a letter to parties to the present docket, dated July 18,2002, Commissioner Spitzer 

wrote, “. . . the end state of this proposal is a future in which the wholesale electric 

market is competitive fair, and in which modem, efficient and clean generation 

replaces aged and highly polluting plants.. . .” (p. 3). Decision No. 65 154, regarding 

Track A, states that, through the competitive solicitation process in track B, “APS and 

TEP may decide to retire or displace inefficient, uneconomic, environmentally 

undesirable plants” (p. 23, note 8). 

Q. Please illustrate the implications of environmental issues for ratepayers. 

A. I will use the example of climate change. With growing evidence that the earth’s 

climate is being altered by emissions of carbon dioxide and other greenhouse gases, 

including recent recognition of climate change by the White House, it is increasingly 

likely that the United States will act to stop worsening this situation. Resource 

acquisition decisions that do not take into account the potential future regulation of 

carbon dioxide emissions run the risk that the wrong resource choices will be made. 

The wrong resource choices could include those which have high carbon dioxide 

emissions causing the utility, power plant owners, and perhaps ratepayers, to pay 
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more to offset carbon dioxide emissions than the difference in the costs between those 

resources (without carbon offsets) and alternative resources with lower carbon 

dioxide emissions. If Arizona utilities lock into generation resources with high 

carbon dioxide emission rates and the costs of complying with future carbon dioxide 

regulation are passed on to consumers, the competitive solicitation process could be 

leading to needlessly high electric rates. 

Second, the Commission could approach climate change as a question of good public 

policy quite apart from whether the federal government will impose carbon 

regulations. The current scientific consensus on climate change is that climate 

change could impose large costs on agriculture, businesses, and consumers as they try 

to adapt to changes in precipitation, temperature, and other weather patterns. The 

ecological impacts could also be significant. In a report prepared at the request of the 

Bush Administration, the National Research Council stated that the “U.S. National 

Assessment makes a strong case that ecosystems are the most vulnerable to the 

projected rate and magnitude of climate change, in part because the available 

adaptation options are very limited. Significant climate change will cause disruptions 

to many US. ecosystems, including wetlands, forests, grasslands, rivers, and lakes.”3 

The Commission could explicitly address whether the resource choices of the utilities 

under its jurisdiction are contributing to greater climatic variability and how to foster 

resource acquisition decisions that are less destructive of the environment. 

Utilities may reduce the effect of power generation on climate change by engaging in 

DSM, fuel or resource substitution, including greater use of renewable resources, 

sequestration of carbon dioxide and other greenhouse gases, improved heat rates at 

power plants, and purchase of tradable carbon credits. Each of these responses 

imposes a cost that might raise a utility’s average costs and show up in rate increases. 

National Research Council, Climate Change Science: An Analysis of Some Key Questions, Washington, 
D.C.: National Academy Press, p. 20. The reference to the U.S. National Assessment is to: U.S. National 
Assessment, U S .  Global Change Research Program, “Climate Change Impacts on the United States: The 
Potential Consequences of Climate Variability and Change,” 200 1, Cambridge University Press. 
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DSM responses would, in general, lower ratepayers’ enerby service bills. The other 

responses would, in general, tend to raise utility costs. Carbon offset or reduction 

costs could range from around a few dollars per metric ton of carbon to over $100 per 

metric ton of carbon! To put these numbers in perspective, a carbon removal or 

offset cost of $40 per metric ton of carbon ($9.74 per U.S. ton of carbon dioxide) 

would add about $0.0086 per kWh to the cost of producing electricity at a coal plant 

and about $0.0038 per k w h  to the cost of producing electricity at a natural gas fired 

combined cycle plant.5 Rate impacts would be similar, depending on rate treatment 

by the Commission. 

I 
l 

Q. How can Track B serve as a vehicle for achieving environmental improvements? 

A. Competitive solicitations arising from Track B will accomplish environmental 

improvements only by happenstance unless environmental issues are directly 

addressed by the Commission. In the absence of managing environmental risks, 

Arizona faces the potential of locking in generation from more carbon-intensive 

generation resources or dirtier power plants or power plants consuming large volumes 

of water. The potential impact of not considering these issues at the time of resource 

acquisition is higher costs in the long run. 

See, for example: Tellus Institute, The American Way to the Kyoto Protocol, prepared for the World 
Wildlife Find, 2001. Andrew Plantinga, Thomas Mauldin, and Douglas Miller, “An Econometric Analysis 
of the Costs of Sequestering Carbon in Forests,” American Journal of Agricultural Economics, November 
1999: 8 12-824. Richard Newel1 and Robert Stavins, “Climate Change and Forest Sinks: Factors Affecting 
the Costs of Carbon Sequestration,” Journal of Environmental Economics and Management, 2000: 21 1- 
235. Energy Information Administration, Analysis of Strategies for Reducing Multiple Emissionsfiom 
Power Plants: Suljiur Dioxide, Nitrogen Oxides, and Carbon Dioxide, 2000. Charles Kolstad and Michael 
Toman, “The Economics of Climate Policy,” Resources for the Future Discussion Paper 00-40REV, 2001. 
Natsource, Assessment of Private Sector Anticipatory Response to Greenhouse Gas Market Development, 
prepared for Environment Canada, 2002. World Resources Institute, Forest and Land-Use Change Carbon 
Sequestration Projects,” www.~yri.orrr/climate/seauester.htnll. 

’ The assumptions are as follows for a coal plant: a 400 MW coal plant, 190 pounds of carbon dioxide per 
MMl3tu of fuel, a heat rate of 9,253 Btu per kWh, a 90 percent capacity factor, 3.67 pounds of carbon 
dioxide per pound of carbon, 2240 pounds per metric ton. The assumptions for a gas-fired combined cycle 
plant are as follows: a 400 MW plant, 117 pounds of carbon dioxide per Mh4Btu of fuel, a heat rate of 
6,639 Btu per kwh, a 70 percent capacity factor, 3.67 pounds of carbon dioxide per pound of carbon, 2240 
pounds per metric ton. 

Costs are sometimes expressed in dollars per ton of carbon dioxide. As noted above, there are 3.67 pounds 
of carbon dioxide per pound of carbon. 

4 
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Q. Which environmental issues does the LAW Fund believe merit the greatest attention 

in making resource decisions? 

A. There are numerous environmental impacts of generating and transmitting electricity. 

The process I propose (described below) should include as one of its topics the 

determination of which environmental issues to address. The LAW Fund believes 

that the following are important: a) air emissions of carbon dioxide, carbon 

monoxide, s u l k  oxides, nitrogen oxides, mercury, and particulates; and b) water 

usage. The analysis should look at the resources acquired through the competitive 

solicitation and the utility’s entire portfolio. An additional topic to be considered is 

the extent to which some of these issues are already adequately addressed in existing 

regulations and in the power plant and line siting review process where the 

Commission has put more stringent requirements on some new power plants. I also 

recommend that the Commission order that climate change be included in the final 

list of environmental impacts to be considered because it is an important issue that 

has not received the attention it deserves. 

Q, How can the Commission’s Track €3 competitive solicitation process take into 

account environmental issues? 

A. The competitive solicitation process adopted by the Commission should explicitly 

require APS and TEP to take into account the environmental implications of their 

resource choices, to prudently manage these risks, and to explicitly consider the 

allocation of risks among ratepayers, power suppliers, and the utility. The solicitation 

process should also take into account actions by utilities (and their power suppliers) 

to reduce or offset adverse environmental impacts and it should avoid penalizing 

utilities and their power suppliers for taking such actions. 

Q. How can environmental risk management be considered without delaying the 

Commission’s schedule for starting competitive solicitations in Track B? 
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A. Recognizing that the Commission desires to implement competitive solicitations for 

wholesale power acquisitions quickly, and that setting up a workable environmental 

risk management policy will take time, the LAW Fund does not wish to slow down 

the initial competitive solicitations undertaken by utilities as a result of Track B. 

Therefore, the LAW Fund proposes that the Commission set up a process now for 

developing its environmental risk management policy which would then be applied to 

the second and subsequent rounds of competitive solicitations. 

Q. Why should the Commission address environmental risk management policy now if 

that policy would not become effective until after the first round of competitive 

solicitations? 

A. As with DSM, developing an environmental risk management policy will take time. 

Staff, utilities, and others should review environmental issues and invent options for 

managing environmental risks. The parties might need about a year to analyze the 

issues and present recommendations to the Commission, resulting in a Commission 

Order several weeks later. Specific utility programs will then have to be developed 

and reviewed by the Commission. By then, it will be time to address the second cycle 

of competitive solicitations. That second cycle will require considerable attention 

fiom utilities, Staff, and other parties to deal with conventional solicitation issues. It 

would be too burdensome to develop an environmental risk management policy and 

new competitive solicitation guidelines at the same time. Further, requirements for 

environmental risk management are inputs into competitive solicitations and should 

be known before conventional resources are acquired. Therefore, I recommend that 

the Commission use the current proceeding to formally start the process of workshops 

and hearings necessary to implement an environmental risk management policy. 

Q. Do you have any suggestions on how the Commission should direct Staff to proceed 

so that environmental risk management proposals can be developed and brought to 

the Commission for its consideration? 

A. Yes. Exhibit DB-3 sets forth a process. 
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Comments on Staff‘s Report: Public Participation 

Q. In S t a r s  Report, dated October 26,2002, Staff recommends several points of review 

of utility information. Do you have any recommendations regarding these reviews? 

A. Yes. Staff has recommended review of certain pieces of information but does not 

permit interested parties such as the LAW Fund access to this information. In 

particular: 

0 On page 8 of the Staff report, Staff states, “Bidders will have the opportunity 

to review non-restricted information used by the utility in preparation for the 

solicitation, as well as draft solicitation materials, before the solicitation is 

released. Bidders may provide comments to the Staff and the Independent 

Monitor regarding the materials at any time before the bidders’ conference.” 

Similarly, on page 9, Staff states, “Bidders will be invited to review non- 

proprietary materials produced by the utility and to address comments or 

inquiries to the utility, Staff or the Independent Monitor regarding those 

materials at any time between the release of reports, plans or drafts and the 

conclusion of the bidders’ conference.” I recommend that bidders and other 

interested parties be allowed to review and comment on these materials. 

Expanding the review to include other parties will allow additional comments 

that could benefit consumers, utilities, or bidders. For example, interested 

parties may identify provisions in the draft solicitation that needlessly restrict 

creative bids or dissuade potential bidders. As a second example, a draft 

solicitation might impede certain technologies from bidding which could 

otherwise provide resources at lower cost or with less environmental impact. 

A wider ranging review might catch such problems. 

On page 14, Staff states that “The load forecast, resource plan and needs 

assessment will be reviewed with the Staff and the Independent Monitor.” I 

do not understand why this information can’t be provided to all interested 

parties. 

0 
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0 On page 17, Staff states that “It will be the responsibility of the utility to 

prepare draft solicitation materials and to discuss these drafts with the Staff 

and the Independent Monitor prior to distributing them in draft form to 

potential bidders.” Consistent with the above recommendation, I recommend 

that the term “potential bidders” be replaced with “potential bidders and other 

interested parties.” 

On pages 20 and 21, Staff states that “Each utility shall schedule one or more 

bidders’ conferences to answer questions posed by potential bidders and to 

take comments regarding the adequacy and quality of the information 

provided to bidders. All bidders’ conferences must be completed at least 10 

days before the release of the final bid package.” I recommend that all 

interested parties be allowed to attend the bidders’ conferences and be allowed 

to ask questions. 

Comments on Staffs Report: Environmental Information 

Q. In light of Commissioners’ concerns about environmental aspects of resource 

decisions, are there ways in which the competitive solicitation process can provide 

useful information on environmental impacts, beyond the environmental risk 

management process proposed above? 

A. Yes. As proposed by Staff, the monitor is to provide a report to the Commission on 

the solicitation process (pp. 11 and 26) and Staff is to review the utilities’ power 

supply portfolios (p. 27). The LAW Fund believes that these reports and reviews 

would benefit from inclusion of the air emissions (carbon dioxide, carbon monoxide, 

sulfur oxides, nitrogen oxides, mercury, particulates, and perhaps other emissions) 

and the water usage of the resources acquired and of the utilities’ entire portfolios. 

Such information would be instructive for the Commission to evaluate whether the 

competitive solicitation process is resulting in improved environmental performance. 

This information should be provided for the Spring 2003 competitive solicitation and 

subsequent solicitations. 
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Comments on Staffs Report: Price Risk 

Q. Does Staff's proposed review process (pages 22 and 23) adequately address price 

volatility and price risk? 

A. No. A major lesson of electricity markets in the past few years is that prices can 

suddenly jump way up or way down. Unfortunately, price risk and price volatility are 

not given adequate attention by Staff. On page 22, Staff states that utilities are to use 

a single fuel price forecast. While this may reduce bias in reviewing alternative' 

proposals, it also overlooks price volatility. A range of prices ought to be used. On 

page 23, Staff lists various evaluation criteria, but neglects explicit consideration of 

price volatility. Applying Staffs criteria, two bids with an expected price of $0.04 

per kWh would be ranked equally, even if one bid exposed the utility to wide price 

fluctuations and the other bid collared price variations or otherwise hedged price risk. 

The LAW Fund recommends that price risk and management of that price risk be 

explicitly included in the evaluation criteria and that utilities be required to address 

price risk in their evaluations for any proposals that allow price to vary. 

Response to Staff's Position on DSM and Environmental Risk Management 

Q. Staff states (page 39) that DSM and environmental risk mitigation should not be 

addressed by the Commission in this proceeding and that the Commission need not 

decide at this time whether a separate proceeding is necessary to examine these 

issues. Do you agree? 

A. No. It is in the public interest to reduce the costs of meeting the demand for electric 

energy services through DSM and it is in the public interest to address environmental 

aspects of resource acquisitions. As explained above, DSM requirements and 

environmental risk management should be inputs into the next round of competitive 

solicitations. Staffs proposal does not allow for adequate time to develop the DSM 

direct testimony 



DIRECT TESTIMONY OF DAVID BERRY 
DOCKET NO. E-00000A-02-0051 ET AL. 

PAGE 14 

and environmental risk management policies so that APS and TEP can incorporate 

them into their next round of solicitations. 

Q. Does this conclude your direct testimony? 

A. Yes. 
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EXHIBIT DB -2 

Proposed Steps to Commission Adoption of a DSM Policy 

1. Educational Workshop on DSM: Staff invites outside experts on DSM measures 
and programs to make presentations and answer questions about DSM. Staff should 
solicit names of possible speakers from interested parties. Arizona utilities should be 
invited to make presentations on their DSM programs. It may also be desirable to 
also invite a speaker from an organization that provides DSM services. This may be a 
two day workshop. 

2. Workshop on Determining the Amount of DSM to Pursue: Utilities, Staff, and 
other interested parties present and discuss their analyses on the amount of feasible, 
cost effective DSM, costs of DSM measures, suggested target levels of DSM and 
associated resource acquisition schedules, and programs to implement the suggested 
target levels of DSM. Implementation issues should include how DSM program are 
to be carried out - e.g., by the utility, by program administrators selected by the 
utility, by a third party selected by the Commission, etc. This workshop could run for 
two or three days. 

3. Workshop to Reach Agreement on DSM Program Features, Where Possible: 
The parties to the second workshop may be able to reach agreement on some 
important DSM program features while disagreeing on other features. To assist the 
Commission, the parties should identify areas of agreement. 

4. Workshop to Develop DSM Acquisition Process: Similar to the Track B 
workshops on competitive solicitation, utilities, Staff, and interested parties should 
discuss the parameters of a separate solicitation process for acquiring DSM resources 
and seek to reach consensus, to the extent possible, on that process. 

5. Hearing on DSM Policy: Utilities, Staff, and interested parties would present 
testimony on DSM proposals for Commission consideration. Topics addressed in the 
hearing would include the amount and types of DSM to be pursued in the service 
areas of APS and TEP, and mechanisms for implementing DSM programs. 



EXHIBIT DB -3 

Proposed Steps to Commission Adoption 
of an Environmental Risk Management Policy 

1. Educational Workshop: Staff invites outside experts on environmental aspects of 
power generation, including climate change, to make presentations and answer 
questions. Staff should solicit names of possible speakers from interested parties. 

2. Brainstorming Workshop on Policies to Manage Environmental Risks: Staff or a 
facilitator working for Staff would coordinate a discussion among utilities, 
independent power producers, other interested parties, and one or more experts from 
the first workshop to determine which environmental issues should be addressed (e.g., 
sulfur oxide emissions, nitrous oxide emissions, mercury emissions, water 
consumption) in addition to climate changelcarbon dioxide emissions, and to invent 
and critique options for managing the risks of environmental impacts of power 
generation. Examples of options include: a) applying adders reflecting the cost of 
complying with future regulations to the cost of each resource to identifl resources 
with the lowest total (conventional plus environmental) cost (adders are not actually 
paid to the supplier); b) reducing emissions through DSM, fuel substitution, and 
improved heat rates at power plants, for example; c) offsetting emissions; and d) 
explicit allocation of environmental risks among utilities, power suppliers, and 
ratepayers. The workshop is, of course, expected to expand and modifl this 
illustrative list. 

3. Workshop to Reach Agreement, Where Possible, on Environmental Risk 
Management: As a result of the second workshop, parties may be able to agree on 
some aspects of an environmental risk management policy. Staff would facilitate 
consensus building. 

4. Hearing on Environmental Risk Management: Utilities, Staff, and interested 
parties would present testimony on environmental risk management proposals for 
Commission consideration. Hearing topics could include environmental performance 
targets for utility resource portfolios, costs of emission reductions and offsets, 
mechanisms to meet performance standards, and specific programs for achieving 
target emission reductions or offsets and for meeting water consumption goals. 
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Introduction 

Q. Please state your name and state whom you represent. 

A. My name is David Berry. I represent the Land and Water Fund of the Rockies (LAW 

Fund) in this matter. 

Q. Did you file direct testimony in this docket? 

A. Yes. I filed direct testimony on November 12,2002. 

Q. What is the purpose of your reply testimony? 

A. I would like to respond to Harquahala Generating Company’s (HGC’s) proposal that 

the Commission adopt a criterion that the competitive solicitation process seek to 

minimize the net present value of rate impacts. I would also like to address several 

points in the Residential Utility Consumer Office’s (RUCO’s) testimony. 

HGC’s Proposed Rate Impact Criterion 

Q. What is HGC’s proposed economic criterion? 

A. On pages 23 and 24 of his testimony, Thomas Broderick recommends that the 

Commission adopt as the criterion for competitive solicitations the minimization of 

the net present value of rate impacts. The rate impacts are to be computed by 

dividing discounted total annual revenue requirements “by the total utility kilowatt- 

hour requirement for that year and averaged across the years of the planning period.” 

All resources, including a utility’s existing generation and purchased power contracts 

are to be included. 

Q. Does Mr. Broderick’s proposal raise any concerns? 

A. Yes. I appreciate Mr. Broderick’s desire to place a decision framework around the 

competitive solicitation process that will result in benefits for ratepayers. However, 

the choice of a criterion or criteria must be made with care. There are two problems 
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with the rate impact test and the revenue requirements analysis that goes into the rate 

impact test: 

a. A necessary condition for a test based solely upon utility revenue requirements to 

be valid is that all environmental impacts be internalized so that all the costs of 

those impacts appear in the revenue requirements. If some environmental 

impacts are not internalized by the utility, a focus on revenue requirements will 

ignore the ecological, public health, aesthetic, and other environmental costs 

associated with power production. That is, any costs which can be put upon 

consumers or the environment and that are not reflected in utility revenue 

requirements will be ignored. Sweeping environmental costs of power 

generation under the rug is not in the public interest. In addition, as I pointed out 

in my direct testimony, some environmental impacts of electricity generation 

carry significant risks of increased costs to ratepayers attributable to future 

environmental regulatory requirements. An analysis of utility revenue 

requirements that does not account for these risks could lead to increased costs 

for ratepayers in the long run. 

b. Translating revenue requirements (dollars) into rate impacts (dollars per kWh) 

introduces a significant distortion into the decision criterion. Cost effective 

demand side management (DSM) will reduce kWh sales. Consumers will benefit 

from cost effective DSM because the total cost of meeting their demand for 

electric energy services will decrease. The rate impact test will report that 

electricity rates will go up because the utility’s sunk costs will be spread over 

lower kWh sales, ceteris paribus. But, relying on the rate impact test would be 

misleading because it would falsely indicate that cost effective DSM is a bad 

investment for society. The rate impact test gives misleading information about 

DSM because it incorporates irrelevant costs into the analysis and does not 

provide a comprehensive comparison of costs of alternatives in the proper units. 

The irrelevant costs are the sunk costs of the utility such as past investments in 

existing power plants. These costs cannot be undone. The relevant costs for 

resource acquisition are incremental costs, i.e., costs that will be incurred going 
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forward. The proper comparison of alternatives involves the incremental costs 

incurred by society to implement each alternative. For example, one should 

compare the incremental costs of resource mixes containing only generation and 

resource mixes containing generation and various levels of DSM. The mix with 

the lowest costs for society is the preferred option, holding constant all other 

factors, such as exposure to price volatility or environmental risk. The proper 

unit of analysis is dollars, not dollars per kWh: consumers pay their bills with 

dollars and utilities purchase resources with dollars. 

Response to the Residential Utility Consumer Office 

Q. Dr. Rosen, on behalf of RUCO, recommends that the Commission employ a test 

using the present value of revenue requirements to determine whether a resource 

acquisition plan is the best plan (pp. 6,7, 8, 25). Dr. Rosen also implies that the 

Commission previously employed such a test in its Resource Planning Rules (e.g., p. 

25). Do you have any comments on Dr. Rosen’s approach? 

A. Yes. I agree with Dr. Rosen that it is necessary to look at resource acquisitions in a 

comprehensive and systematic manner. But, as stated above with respect to Mr. 

Broderick’s testimony, the revenue requirements test is valid only under special 

circumstances. I would also like to correct the history of cost tests used in Arizona. 

The Commission did not adopt a revenue requirements test as the criterion for 

selecting the best resource plan. Decision 57589, regarding the first cycle of resource 

planning, states that the resource planning rules “were adopted by the Commission 

for the purpose of minimizing the total cost of providing electric energy services by 

improving long range planning” (p. 4). That decision also states that “the primary test 

should be the Total Societal Test with consideration given to environmental 

concerns” (p. 10). A.A.C. R14-2-703(F) states that utilities are to select the plan 

which “will tend to minimize the present value of the total cost of meeting the 

demand for electric energy services.” Total cost is defined in the rule as all capital, 

operating, maintenance, fuel, and decommissioning costs incurred in the provision or 
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conservation of electric energy services borne by end users, utilities, or others, 

including any adverse environmental effects. 

Q. Dr. Rosen recognizes the importance of demand side management in lowering the 

cost of meeting the demand for electric energy services. How does his proposal for 

DSM compare with the LAW Fund’s proposal? 

A. On page 33, Dr. Rosen recommends that the formal solicitation process be delayed to 

allow time for developing a more inclusive bidding process. On page 28, he 

recommends that the regulated utility be required to bid into the resource mix, at 

regulated cost of service rates, DSM sufficient to reduce its peak load by 2 percent 

each year, with the expectation that about half of that would be selected as cost 

effective. I agree with Dr. Rosen that DSM should not be overlooked in minimizing 

the costs of meeting the demand for electric energy services. Our proposals are 

similar in that the LAW Fund recommends that DSM resources be acquired and that 

the cost effectiveness of DSM resources be evaluated against the avoidable costs of 

supply side resources. We differ in that the LAW Fund did not propose delaying or 

modifying the first cycle of competitive solicitations. In addition, the LAW Fund 

proposed that the Commission determine the parameters of DSM programs after 

workshops and a hearing. 

Recommendations 

Q. Do you have any recommendations based on the above review? 

A. Yes. I recommend that the Commission not require that the present value of rate 

impacts or revenue requirements be used to determine decisively which portfolio of 

resources to acquire. The present value of rate impacts, in particular, should be 

avoided because it improperly evaluates the benefits of DSM. The relevant costs for 

resource acquisition are incremental costs, i.e., costs that will be incurred going 

forward. The proper comparison of alternatives involves the incremental costs 
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incurred by society to implement each alternative, including consideration of 

environmental costs and risk. 

The LAW Fund does not wish to delay the first round competitive solicitations, 

and it will take time for the Commission to develop an appropriate policy on 

integrating environmental costs and risks into the solicitation process. I therefore 

recommended in my direct testimony that the Commission establish a separate 

proceeding on environmental risk management in preparation for the second and 

subsequent cycles of competitive solicitation. I suggest that the Commission address 

the issue of integrating environmental costs and risks into the decision criteria for 

resource evaluation in that separate proceeding. 

Q. Does this conclude your reply testimony? 

A. Yes. 
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PANDA GILA RIVER L.P.’S FIRST SET OF 
DATA REQUESTS TO 

ARIZONA PUBLIC SERVICE COMPANY 
(Docket No. E-00000A-02-005 1 - Track B) 

1.34 Does APS contend that the APS full requirements contract with El Paso allows APS to 
designate non-APS owned generating facilities as points of delivery? 

a. If yes, does APS contend that it can designate an unaffiliated merchant generator 
as a delivery point under the full requirements contract with El Paso so long as 
APS is acquiring the electrical output of the facility for its native load needs? 

b. Does APS contend that the full requirements contract with El Paso allows APS, 
or its agent, to designate PWEC or other generation affiliated with APS as a 
delivery point under the full requirements contract so long as APS is acquiring 
the electrical output of the affiliated facility for its native load needs? 

RESPONSE: 

APS has previously objected to these questions as they do not seek information relevant 
to Track B nor are they reasonably calculated to lead to the discovery of admissible 
evidence. FERC-jurisdictional gas supply contracts between El Paso Natural Gas 
Company and APS and its affiliates are not relevant to competitive procurement in Track 
B. Such matters are appropriately addressed at FERC, where Panda is already litigating 
over these contracts. APS further objects to the extent that the questions call for 
confidential, trade secret, and competitively-sensitive information. 

Subject to the objection, yes. APS believes that the TSA allows it to use gas capacity 
through a tolling arrangement with any generator. 
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INTRODUCTION AND PURPOSE OF TESTIMONY 

Please state your name, position, and business address? 

My name is Craig R. Roach. I am a Partner with Boston Pacific Company, Inc. 

My business address is 1100 New York Avenue, NW, Suite 490 East, 

Washington, DC 20005. 

Are you the same Craig R. Roach who testified in both the Track A and Variance 

proceedings on behalf of Panda Gila River, L.P.? 

Yes. 

Did you participate in the Track B workshops sponsored by Staff! 

Yes, along with business representatives and counsel of Panda Gila River, L.P., I 

participated in each of the Track B workshops. 

What is the purpose of your Testimony? 

The purpose of my Testimony is to respond to (a) Arizona Public Service 

Company’s (APS’) needs assessment and procurement proposal as presented in 

two testimonies dated November 4,2002,’ and (b) the Staff’s Report on Track B 

dated October 25,2002 (the “Staff Report”).2 

’ Direct Testimonies of Peter M. Ewen and Thomas J. Carlson, Docket No. E-00000A-02-0051, et al., 
November 4,2002. 

Staff Report on Track B: Competitive Solicitation, Docket No. E-00000A-02-0051 et al., October 25, 
2002. 

2 
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SUMMARY OF TESTIMONY 

A. APS’ needs assessment and procurement proposals 

Can you summarize your overall opinion of APS’ needs assessment and 

procurement proposal? 

I am greatly disappointed with APS’ needs assessment and procurement proposal. 

APS’ proposal is more an attempt to undermine the competitive solicitation 

required by the Track A Order, than it is an attempt to implement it. 

To start, APS’ needs assessment significantly understates its unmet needs. The 

Commission’s Track A Order required APS to solicit competitive proposals for 

“at a minimum’’ the capacity and energy that APS could not produce from its 

existing assets. 3 

In its proposal, however, APS has artificially minimzed the amount of energy to 

be solicited by defining its “unmet energy needs” as the amount of energy it 

would need if it ran its existing assets at full output regardless ofcost. Clearly, by 

ignoring the cost of its own power plants, APS overstates the amount of energy it 

should procure from its own high-cost units and, thereby, underestimates the 

amount of energy it would need from new suppliers. 

Decision No. 65 154, Docket No. E-00000A-02-0051, September 10,2002 (“Track A Order”) at page 30 
Finding of Fact 36.  

2 BOSTON PACIFIC COMPANY, INC. 
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Q . Do you believe APS should forecast its m e t  energy needs without regard to 

what it costs to supply energy from its own assets? 

No, of course not. Nor could the Commission have intended this since APS’ 

interpretation would violate one of the most basic requirements for any utility: 

meet your ratepayer’s needs at reasonable cost. 

A. 

Q. 

A. 

What is your opinion of APS’ estimate of unmet capacity need? 

I have three concerns. I believe APS has understated its unmet capacity needs by 

(a) calculating its 15% reserve margin on just APS capacity rather than on peak 

load as is traditionally done; (b) excluding the non-APS RMR units (Pinnacle 

West’s new West Phoenix units) from unmet needs; and (c) not correcting for its 

persistent under forecasting of peak load. 

Q. 

A. 

What is the concern with excluding notl- APS RMR generation from unmet needs? 

APS attempts to shield Pinnacle West’s new West Phoenix units from area-wide 

competition. APS’ premise for this shielding is that these non-APS units will be 

needed in certain hours for reliability must run service. However, by APS’ own 

estimates, even these non-APS units would be needed at most for 159 hours for 

RMR service though the year 2006; in 2003, RMR service is required in only 6 

hours! These few hours are not sufficient to justifl excluding these units, in their 

entirety, from unmet capacity needs and, thereby, shielding its Affiliate’s units 

from area- wide competition year-round. 

~ 

(Exhibit No.-(CRR-3)). 
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1 Q. How does APS' estimate of its unmet energy and capacity needs compare to those 

APS" 
 STAFF^ 
PANDA' 

2 from Staff and to those you would recommend? 

CAPACITY ENERGY 
1,779MW 1,469GWH 
2,898MW 9,754GWH 
2.644M W 8.801GWH 

3 A. Table One below compares the three estimates of unmet needs for both capacity 

4 and energy in 2006. As you can see, my estimate and those from Staff are 

5 reasonably close. APS' estimate of unmet energy needs is a fraction of our 

6 estimates; APS' estimate of m e t  capacity needs is also significantly lower-- 

7 indeed, it is 1,119 MW lower than Staffs. 

8 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

TABLE ONE 

THREE ALTERNATIVE CALCULATIONS 
OF APS' UNMET NEEDS 

IN 2006 

"Exhibit No.-(CRR-2) reproducing APS Schedule PME-1 
bStaff Report page 7, energy reflects 38% capacity factor 
'Uses Staffs 38% capacity factor for energy 

25 Q. Aside from your concerns with APS' needs assessment, do you have any concerns 

26 with its procurement proposal? 

27 A. Since APS' estimate of unmet needs is intentionally low, it naturally chose the 

28 wrong products to procure. Thus, APS proposes to solicit capacity from 

29 competitive power suppliers through its RFP, but it will not solicit much actual 

30 energy (electric generation) from those same suppliers at the time of the RFP. 

31 
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Does APS say it intends to get all the energy from its existing assets? 

No. APS does not propose to get the energy it needs from running its existing 

assets at their physical maximums, as A P S  assumed in the calculation of its m e t  

energy needs. APS must have seen just how expensive that would be for its 

ratepayers. Rather, APS proposes to solicit energy later (most likely in real time 

or monthly) from the Western spot market. I will refer to this as APS “economy 

energy proposa~.”~ 

What do you think of APS’ economy energy proposal? 

APS’ economy energy purchases are the element of APS’ procurement proposal 

that is potentially most harmfid to APS’ ratepayers. This is because APS’ 

proposal puts its ratepayers at risk in the volatile spot markets of the West. If we 

learned anything from the California Crisis, it is that overexposure to spot markets 

is dangerous to consumers. For this reason alone, APS’ economy energy proposal 

must be rejected at the outset. 

Please summarize your recommendations regarding APS’ needs and assessment 

and procurement proposal? 

I recommend that the Commission reject APS’ estimates of its unmet energy and 

capacity needs as well as APS’ product definition. Instead, for 2006, APS should 

solicit 1,89 1 MW of asset-backed, dispatchable unit sales under traditional pay- 

for-performance PPAs. The remainder of unmet capacity needs in 2006 should be 

solicited as seasonal call options. The unit sales offers should assume non-APS 

’ Carlson Direct at page 4, page 12 to 14. 
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RMR units will be required to run in RMR hours, and this non-APS RMR service 

will be contested in a separate solicitation. 

4 
5 

B. The Staff Report 

6 Q* 

7 A. 

8 

9 

10 

11 

12 Q. 

13 A. 

14 

15 

16 

17 

18 

19 

20 

Can you summarize your overall assessment of Staffs Report? 

I agree with much of what I see in the Staff Report. For example, the Staff 

requires that the solicitation be monitored by an independent third party (the 

“Independent Monitor”). Also, as I showed earlier, my estimate of APS’ “unmet 

needs” is very close to that presented in the Staff Report. 

Are there areas of the Staff Report that you would like to see changed? 

Yes. There are four key areas in which the findings should be more clearly 

specified: Specifically, I call for (a) APS responses to comments by interested 

parties; (b) adjustment in the manner in which Staff develops its “Price to Beat;” 

(c) a requirement that the Independent Monitor concur in the selection of winning 

bidders or the solicitation does not get certified by the Commission as being 

prudent; and (d) allowing the Independent Monitor to ask the Commission to stop 

the solicitation process if APS fails to act in good faith. 

21 
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111. ONCE AGAIN APS HAS MADE A PROPOSAL THAT OBVIOUSLY IS 

NOT IN THE BEST INTEREST OF APS’ RATEPAYERS. 

A. APS has consistently made proposals that benefit its shareholders at the 

expense of its ratepayers. 

Q. 

A. 

You say you are disappointed in APS’s propsal, why? 

Staff and its consultants did a good job attempting to get consensus through a 

series of workshops, and demanding that the process work to benefit Arizona 

ratepayers. My client, Panda Gila River, L.P. went to considerable effort and 

expense to participate in those workshops in good faith, as well as in the Track A 

and Variance proceedings. In sharp contrast, APS’ testifjrlng witnesses did not 

participate in any of the three workshops held prior to submitting testimony. 

Moreover, over the past year, APS has put forth a string of proposals that benefit 

its shareholders at the expense of its ratepayers. Its most recent testimony is more 

of the same. 

Q. You mentioned a “string of proposals” over the past year by APS. What specific 

proposals do you have in mind? 

I have three proposals in mind. On October 18,2001, APS proposed that its 

ratepayers take on the burden of a 29-year power purchase agreement (PPA) with 

its Affiliate, Pinnacle West6 This Affiliate PPA was a high-cost offer that 

A. 

Request of Arizona Public Service Company for a Partial Variance to A.A.C. R14-2-1606 (B) and for 
Approval of a Purchase Power Agreement, Docket No. E-01345A-01-0822, October 18,2001. 

7 BOSTON PACIFIC COMPANY, INC. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

afforded none of the risk protection or reliability guarantees offered in the 

standard pay-for-performance PPA from competitive power  supplier^.^ 

On July 11,2002, in a letter from Chairman Post to the Commission, Pinnacle 

West suggested that the merchant plants built by Pinnacle West (Redhawk and 

new West Phoenix) be put into APS’ rate base at full cost.’ Again, this was a full- 

cost, cost-plus deal despite the fact that Arizona now has a glut of merchant 

capacity built by others, which means that APS’ ratepayers could get a better deal. 

On September 16,2002, APS proposed that it would loan $500 million to its 

Affiliate because Pinnacle West could not stand on its own.9 A proposal it has 

now advanced again with an “emergency” request to create a $125 million credit 

fund for Pinnacle West. In my view, this might be the most blatant attempt to 

benefit shareholders at the expense of ratepayers since the ratepayers get 

absolutely nothing in exchange for shouldering the debt burden of Pinnacle 

West’s unregulated investments. 

Q. 

A. 

What is the point you are making by citing these three proposals? 

My point is that APS has consistently acted to benefit it Pinnacle West Capital 

Corp.’~ shareholders at the expense of its ratepayer. 

Q. Why is this important? 

See Direct Testimony of Craig R. Roach, Docket No. E-00000A-02-0051, March 29,2002. 
Letter by Chairman William J. Post to the Arizona Corporation Commission, July 11,2002. 
Application of Arizona Public Service Company, Docket No. E-01345A-02-0707, September 16,2002. 
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It is important for two reasons. First, the procurement mechanism proposed by 

Staff is based on an assumption that the utility is operating in the best interest of 

ratepayers in making its choices. As I describe above, that has not been the case 

here. This lays the fiamework for the second point, which is it demonstrates the 

affiliate bias inherent in APS’ actions and demands that APS be denied the 

discretion Staff proposes for purchasing utilities. 

B. APS’ most recent proposal will also harm ratepayers. APS understated 

its unmet energy needs to justify its economy energy proposal, and that 

proposal will leave its ratepayers at the mercy of the volatile Western spot 

market. 

Let’s return to your concern about APS’ economy energy proposal. Please 

summarize your concern. 

The Commission’s Track A Order required that “upon implementation of the 

outcome of Track B, APS shall acquire, at a minimum, any required power that 

cannot be produced from its own existing assets, through the competitive 

procurement process as developed in the Track B proceeding. The minimum 

amount of power, the timing, and the form of procurement shall be determined in 

the Track B proceeding.”’ The “economy energy” proposal artificially 

minimized the amount of energy it should solicit through the Track B process by 

using a calculation of the maximum output its assets could physically produce 

Decision No. 65154, 4th ordering paragraph. 10 
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regardless ofcost. The Commission clearly did not limit the solicitation in this 

manner. 

Based on this faulty calculation of unmet energy needs, APS proposes to conduct 

a competitive solicitation and to contract for capacity, but, rather than 

simultaneously locking in fixed-formula pricing for energy production from those 

same power plants, APS proposes to buy its unmet energy needs (the electricity 

actually generated) through what it calls “short-term and economy energy” 

purchases.’ ’ APS’ economy energy proposal would subject its ratepayers to the 

mercy of the spot market for much of their energy needs. Indeed, APS’ own 

forecast shows that economy energy would account for 23% of total energy needs 

in 2006.12 If there is any lesson from the California Crisis it is that 

overdependence on spot market purchases is dangerous for ratepayers. 

10 

11 

12 

13 

14 

15 Q. Could APS’ dependence on the Western spot market prove to be even greater 

16 were its proposal accepted? 

17 A. Yes. APS’ own testimony shows that it consistently underestimates energy needs. 

18 

19 

20 

When the forecast horizon is four years, as it is today for 2006, on average, APS 

underestimates its energy needs by 7.4%.13 If APS’ forecast for 2006 has the 

usual underestimation, economy energy sales could account for 28% of all 

21 

22 

ratepayer energy needs in that year. 

Carlson Direct at pages 12 to 14. 
(Exhibit-(CRR-4)) and (Exhibit-(CRR-2)) reproducing APS Schedules PME-13 and PME-I). 

l 3  (Exhibit No.-(CRR-5)). 
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Q. Does APS have an alternative to these spot purchases? 

A. Under its proposal, the only apparent alternative to spot purchases is additional 

generation from APS’ existing assets. However, based on APS’ own workpapers 

additional energy from existing assets is expensive as compared to what might be 

secured through a winning bid from a new combined cycle ~1an t . l~  In Schedule 

PME- 13 fiom APS’ Testimony, the third column from the left shows the 

economy energy prices APS is projecting on a~erage.’~ For 2006, for example, 

the forecast is $40.53/MWH. Since APS projects it would buy 23% of its needs 

through economy energy instead of generating additional energy from existing 

assets, we can assume this additional energy has incremental costs greater than 

$40.53/MWH on average, although we do not know how much greater. 

Q . Why do you say energy from a winning bid would be cheaper? 

A. I say this based on some simple calculations. The fourth column fiom the left of 

APS’ Schedule PME-13 provides APS’ forecast of natural gas prices.16 In 2006, 

that price is $3.35/MMBtu. Assume a combined cycle plant wins the capacity 

solicitation, and assume hrther it has a heat rate of 8,000 Btu/kwh (HHV). With 

that heat rate, and the APS gas price of $3.35/MMBtu, the plant’s energy price 

bid could be as low as $26.80/MWH, which is 34% lower than APS’ projected 

average economy energy price of $40.53/MWH in 2006.17 

l 4  (Exhibit No.-(CRR- 4)). 
l 5  Exhibit No.-(CRR-4)). 
l 6  Ibid. 
l 7  This example is meant as an illustration, and therefore does not include Variable O&M and transmission 
losses. 
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What is the point you are making with this calculation? 

The point is that, using APS’ own projections, there is the potential for 
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considerable cost savings to its ratepayers fi-om soliciting energy bids from the 

same combined cycle plants fi-om which capacity bids will be solicited. The most 

important point, however, is that APS ratepayers, Commission Staff and the 

Independent Monitor would be deprived of knowing whether this better deal is 

available because APS will not have asked. 

What approach do you recommend in place of APS’ economy energy proposal? 

Obviously, the approach that is in the best interest of APS’ ratepayer is to attempt 

to get the best of both worlds, and the way to do that is to have a majority of the 

solicited capacity procured through dispatchable unit sales. If Redhawk and new 

West Phoenix had been put in rate base, their capacity and energy, in effect, 

would have been sold under an asset-backed, dispatchable unit sales agreement. 

Indeed, all rate-based power plants are, in effect asset-backed, dispatchable unit 

sales agreements, although, in ratebase they do not offer the consumer risk 

protection and availability guarantees of a pay- for-performance unit sales 

agreement. 

Dispatchable unit sales agreements with competitive power suppliers secure the 

best of both worlds for APS’ ratepayers because, while they assure sufficient 

capacity to keep the lights on, they can also pre-set to various extents the price at 

which energy will be generated thus protecting consumers from high-end spot 
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prices. At the same time, because they are dispatchable, if spot energy prices are 

low, APS can buy spot energy instead of running these units at full tilt. 

Are there other reasons to recommend asset-backed dispatchable unit sales? 

Yes. Asset-backed, dispatchable unit sales are better for APS’ ratepayers at this 

point in time for two other reasons. First, there is a glut of power plant capacity 

in Arizona and allowing those power plants to compete head- to- head will get the 

best bargain for ratepayers. Head-to-head competition is best in the context of 

unit sales. Second, unit sales are the best way to secure asset-backed deals where 

the Staff and the Commission can go out and “kick the tires.” In the Staffs 

request that all bidders agree to site visits I detect a real interest in such “steel in 

the ground” proposals. 

How would you contrast your asset-backed, dispatchable unit sales to APS’ 

proposal? 

In sharp contrast to the traditional unit sales proposal, APS would solicit bids for 

capacity and then buy energy in the spot market. Even putting aside the inherent 

spot market risk of its economy energy purchases, I think the Commission should 

question the capacity products APS proposes to solicit. APS proposes to solicit 

(a) capacity-only; (b) capacity plus minimum energy; and (c) call option capacity. 

I do not see that APS has much experience with these products. At the moment, 

through data requests we see only four contracts for a total of 125 MW of summer 
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purchases in 2003, of both capacity and associated energy. l8 I do not doubt that 

all three of these capacity products could be beneficial in the right circumstances. 

However, I do not see the need to (or the prudence of a) jump from (a) 125 MW 

of straightforward peak purchases to (b) 1,700 MW of the more complex, new 

products. 

Do you believe APS is aware of the potential benefits of asset-backed, 

dispatchable unit power sales? 

Yes. APS must be aware of the potential ratepayer benefits of asset-backed, 

dispatchable unit power sales from new combined cycle plants. It endorsed those 

benefits every time it claimed Pinnacle West’s Redhawk and new West Phoenix 

units were the best deal for APS’ ratepayers. 

Did APS previously reveal its economy energy proposal and capacity RFP? 

No, at least not to me or other workshop participants. I was intensely involved in 

all of Staffs workshops and I had no indications of APS’ scheme. 

Did you previously reveal your asset-backed, dispatchable unit sales approach? 

Yes, absolutely. On Panda’s behalf, I promoted this approach during Staffs 

workshops by presenting several versions of Panda Gila River’s “Strawdog” 

proposal. I have attached the last version of Panda Gila River’s Strawdog, which 

’ *  APS Response to Staffs First Set of Data Requests MR 1.4 (Exhibit No.-(CRRd)). 
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was presented to the Commission on August 28‘h (please note that this proposal 

has not been updated since that time).lg 

Why did APS propose this now? 

I cannot know APS’ intent, but I can only deduce that APS hopes its proposal will 

subvert the solicitation. I suspect that, with the economy energy plan, APS hoped 

to purchase from its Affiliate’s Redhawk plant at spot market prices. I believe all 

bidders would have this same suspicion. 

Are there other facts that he1 this suspicion? 

Yes. I will mention two. First, in the Staffs August 13/14 Workshop, when APS 

believed its Affiliate’s combined cycle Merchant plants (Redhawk and new West 

Phoenix) might be put into rate base, APS presented a table showing that those 

plants (with 1,700 MW of capacity) would generate 6,170 GWH of energy and, 

therefore, would have a 41% capacity factor in the year 2004.20 But once APS 

realized that a competitive supplier could own the combined cycle power plants 

from which energy will be procured, APS began using a capacity factor of about 

6% for approximately the same amount of capacity (1,634 MW), which means 

these power plants will generate just 840 GWH in 2004.21 Thus, with this one 

forecasting gimmick, APS has wiped out more than 86% of its unmet energy 

need. 

l 9  (Exhibit No.-(CRR-7)). 
2o (Exhibit No.-(CRR-l)). 

(Exhibit No.-(CRR-2) reproducing APS Schedule PME-1). 
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Second, in a similar vein, the Commission will recall APS’ proposed Affiliate 

PPA in which 4,720 MW of divested assets (including all existing APS units plus 

Redhawk and new West Phoenix) were offered and committed to produce 2 1,090 

GWH of energy. Contrast that with APS’ current claim that just its existing assets 

could be used to produce up to 29,931 GWH.22 APS is claiming that, with 15% 

less power plant capacity (4,001 MW of capacity vs 4,720 MW), it intends to 

produce up to 42% more energy than it offered in the Affiliate PPA. 

Are there specific anti-competitive tactics that bidders will anticipate? 

Yes. For example, assume APS issues a capacity-only RFP in which only a 

capacity price is allowed. If Pinnacle West knows it will be favored in the 

economy energy purchases it can bid an artificially lower capacity price. It could 

artificially lower its capacity price bid because (a) it can anticipate spot prices 

sometimes embedding a fixed cost contribution (an implicit capacity payment) 

and/or (b) it can be assured its start-up costs and minimum load energy costs will 

be covered so these costs need not be reflected in the capacity price Pinnacle West 

bids. 

You mentioned an “implicit capacity price” in spot prices. Does that mean that 

ratepayers could pay twice for capacity? 

Yes. It is a possibility, but not a certainty, that APS ratepayers could pay twice 

for capacity under APS’ economy energy proposal. 

(Exhibit No. - (CRR-2)). 22 

16 BOSTON PACIFIC COMPANY, INC. 



1 

2 

3 

4 

5 Q  

6 

7 A. 

8 

9 

10 

11 

12 

13 Q. 

14 A. 

15 

16 

17 

18 

19 

20 

21 

22 

23 

C. APS has understated its unmet capacity needs by using a double standard 

for reserves, overstated its RMR needs, and failed to correct its persistent 

underestimation of peak load. 

Let’s turn now to your concern about APS underestimating its m e t  capacity 

needs. Please summarize your concerns. 

I have three concerns. I believe APS has understated its unmet capacity needs by 

(a) calculating its 15% reserve margin on just APS capacity rather than on peak 

load as is traditionally done; @) excluding the non- APS RMR units (most likely 

Pinnacle West’s new West Phoenix units) fi-om unmet needs; and (c) not 

correcting for its persistent under forecasting of peak load. 

How did APS justi@ its approach to calculating reserves? 

APS justifies calculating a 15% reserve margin on just APS capacity by stating 

that all competitive power suppliers would be expected to bring their own 

reserves. It is true that competitive power suppliers may bring their own reserves 

- they do so with my Firm LD unit sales, as well as with my call option product. 

However, this does not suggest that unmet capacity needs be calculated without 

reserves, rather, it necessitates a change in how we measure the products that 

meet those needs. Put simply, 100 MW of APS existing capacity or 100 MW of 

my unit contingent capacity fills 100 MW of Standard Offer capacity needs (when 

that need is calculated to include reserves). However, 100 MW of Firm LD unit 

sales or 100 MW of call options fills 115 MW of Standard Offer needs. 

17 BOSTON PACIFIC COMPANY, INC. 



1 Q. Why is your approach better? 

2 A. The approach outlined herein is better for two reasons. First, unlike APS’ 

3 approach, it does not hide the fact that the products which bring reserves are 

4 higher quality products. That is, it does not hide the fact that these premium 

5 products from competitive power suppliers are more valuable than APS’ own 

6 assets. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

Second, it is better because it allows the power plants that provide reserves to be 

determined by economics. For example, in a world of all unit-contingent sales 

(the same as in the world of standard utility-owned plants), the plants that provide 

reserves are higher-cost plants. So if we brought on several new, low-energy cost 

combined cycle plants, this could mean that APS’ higher cost plants are pushed 

into the role of providing reserves. Even more broadly, my approach will let 

economics dictate whether products that include reserves are more economical 

than products that do not. 

17 Q. What is the impact of calculating reserves on total peak load? 

18 A. 

19 

Calculating unmet needs with a 15% reserve margin on peak load, not just on 

APS’ owned generating assets, increases the amount of unmet needs. In 2006, for 

20 example, this one change would increase APS’ unmet capacity needs from 1,779 

21 MW to 2,161 MW, or by 21%. 

22 

23 Q. Has APS ever used your method? 
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Yes. Indeed, when APS thought that its Affiliate’s merchant plant would not 

have to compete, it calculated its reserves on peak load just as I propose here, 

although APS used a 12% reserve margin at the tin1e.2~ 

Let’s turn to your second concern about APS’ calculation of unmet capacity 

needs. How does APS justifjr excluding Pinnacle West’s new West Phoenix 

units? 

APS attempts to shield its Affiliate’s new West Phoenix units from area-wide 

competition by declaring those units to be essential reliability must run (RMR) 

units year-round despite the fact that its own forecasts show them to be needed for 

very limited hours in all years through 2006. APS refers to these as non-APS 

RMR needs and the hours of RMR service are shown in Table Two below. 

TABLE TWO 

NON-APS RMR NEEDS 
2003 Through 2006 

Number of 
Year Capacity Need RMR Hours 
2003 29 6 
2004 184 19 11 2005 I 338 I 57 I 

I 159 2006 493 11 
SOURCE: Exhibit No.-(CRR-3) reproducing APS’ workpaper at page 76. 

23 (Exhibit No.-(CRR-I)). 
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Q. Is it necessary to exclude Pinnacle West’s new West Phoenix units from unmet 

capacity needs and, thereby, to shield those units from area- wide competition? 

No, not at all. A much better approach is to simply carve out the few hours in 

which these units actually provide RMR service, require those units to run in 

those hours at a price no higher than the protocol price established in APS’ 

OATT, and then allow full area- wide competition for all the other hours of the 

year. This is consistent with the Staff Report, which allows capacity to be 

excluded from unmet needs for RMR service during RMR hours. 

A. 

Q. 

A. 

Could the carved out RMR hours be subject to competition separately? 

Yes. As APS suggested, competition for Pinnacle West’s new West Phoenix 

units during RMR hours should be allowed from other in-area (in-Valley) plants 

or by plants that could deliver to the Valley via non-APS transmission linesF4 

Q. 

A. 

Let’s turn to your third concern. What is your point about APS’ forecast errors? 

My concern is that APS’ own workpapers show it has consistently under- 

forecasted peak load, especially when the forecast is four years out, as it would be 

here. Table Three below reveals that forecasts (a) have been too low and (b) the 

forecast errors increase as the forecast horizon is extended. 

24 Carlson Direct at page 10 lines 5 to 9. 
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TABLE THREE 

7 
8 
9 

10 
11 
12 
13 

14 

15 

APS UNDER FORECASTS PEAK LOAD 
(Percent Error for Peak Demand) 

Forecast Horizon 

'orecast Date1 1 year I 2 years 
I I 

Jan-92 

Feb-93 

Oct-93 
Feb-94 

Oct-94 

Jun-95 

Oct-95 
May-96 

Oct-96 

Feb-97 

Oct-97 

Feb-98 
Oct-98 

Apr-99 

Oct-99 

Apr-00 

Oct-00 
Apr-0 1 

6.77% 

15.23% 

13.74% 
16.59% 

15.31% 

16.59% 

14.23% 
12.83% 

9.56% 

18.84% 

13.01% 

5.81% 
3.29% 

9.36% 

8.54% 

6.08% 

3.78% 
-0.09% 

15.45% 

16.56% 

16.59% 
20.27% 

16.59% 

15.20% 

12.83% 
2 1 .98% 

18.06% 

13.60% 

5.81% 

13.41% 
10.96% 

9.47% 

8.12% 

3.68% 
1.82% 

Oct-01 3.44% 

Average 10.15% 12.97% 

3 years 

16.75% 

19.05% 

20.27% 
18.67% 

15.20% 

22.87% 

21.98% 
16.86% 

12.88% 

22.35% 

13.41% 

14.04% 
1 1.23% 

9.04% 

7.13% 

16.11% - 

4 years 

17.944 

18.339 

28.549 

15.879 

26.249 

22.9 19 

13.079 

20.429 

*Note that positive numbers indicate the amount that was 
under forecast. For example, in January 1992 the forecast 
predicted a demand that was 6.77% lower than actual demand 
in 1993. 
SOURCE: Ewen Direct at PME-7. 

Q. What would it mean if APS' forecast presented in its recent Testimony suffered 

the same forecast error as shown in the past? 
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The effect would be a dramatic increase in unmet capacity needs. For example, in 

2006, the unmet capacity need would have to be increased to reflect a 20.42% 

under estimate of peak load. By my calculations, and correcting for my other two 

concerns, that would increase 2006 unmet capacity need from APS’ estimate of 

1,779 MW to 4,176 MW, which is more than a doubling. 

Do you recommend that APS’ estimate of unmet needs be corrected for this 

forecast error? 

No, not in terms of raising the forecast. I just wanted to make the Commission 

aware of it. However, the Commission should find that persistent under 

forecasting, as compared to errors in both directions, is indicative of either poor 

forecasting or forecasting gimmicks. Moreover, the Commission should put APS 

on notice that, if its under forecasting leads to greater expense or lower reliability 

for its ratepayers, APS will be subject to a finding of imprudence. And, further, 

that when an under forecast is discovered, any additional need must be 

competitively procured under the Track A Order. 

D. The best approach for APS’ ratepayers is to solicit the majority of unmet 

needs through asset-backed, dispatchable unit bids that would sell under 

traditional pay-for-performance PPAs. The remainder of unmet needs 

would be met with seasonal call options with pre-established energy 

prices. 

22 BOSTON PACIFIC COMPANY, INC. 



1 Q. 

2 

3 A. 

4 

5 

6 

7 

8 
9 

10 
11 

How should the Commission require APS to amend its calculation of unmet 

capacity needs? 

APS must be required to recalculate m e t  needs with a 15% reserve margin on 

peak load, and without excluding non-APS RMR capacity. That would change 

the calculation of m e t  capacity need as shown below in Table Four. 

TABLE FOUR 

CORRECTED UNMET NEEDS 

EXCLUSION 
WITH FULL 15% RESERVE AND NO NON-APS RMR 

Capacity 2003 2004 2005 2006 
Total Standard Offer Load 1 5,723 I 6,023 I 6,269 I 6,522 
+ 15 % Reserve Margin I 8::)l 944)l Y71 

Purchase Contracts (955) (837) (844) (852 
EPS 
Net Unmet Needs 1,690 2,119 2,393 2,644 

Includes 15 % Reserve Margin on Total Standard Offer Load, and does not exclude Non-APS RMR 
generation from Unmet needs. 

APS Units (3,927) (3,953) (3,949) (3,975 

12 

13 

14 Q . Should the Commission require changes in APS’ procurement plan? 

15 A. Yes. Because the initial solicitation is so important in setting the stage for success 

16 in future solicitations, the Commission should set some boundaries. 

17 

18 Q e What boundaries do you have in mind? 
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The majority of the w e t  needs must be met by asset-backed, dispatchable unit 

sales with traditional pay- for-performance PPAs. The amount of capacity 

solicited for unit sales would be equal to that intended to be met by Pinnacle 

West’s Redhawk and new West Phoenix units; this is a total of 1,644 MW plus 

15% reserves for a solicitation total of 1,89 1 MW in 2006. The logic here is 

obvious: APS had argued that these units were needed now and, had they been put 

in rate base, they would have been treated akin to unit power sales. 

What reliability offers would be required? 

Two reliability offers would be accepted. The first would be a unit contingent 

offer with an Availability Guarantee of 95%. The second would be an offer of 

firm power that would include a 100% Availability Guarantee and the 

requirement to pay for replacement capacity and energy if the 100% guarantee is 

not met; this offer is also called “Firm LD” because it is made fm with its 

liquidated damages provision. 

What pricing structure should be set for these unit sales? 

With respect to pricing, the RFP for unit sales would allow bidders to offer up to 

five components of price: 

A Capacity Price stated in $kw-year for each year of the contract term, or 

initial-year stated and then indexed to inflation; payments of the Capacity Price 

must be tied to the Availability Guarantee; 
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0 An Energy Price that is either a fixed price ($/MWH) stated for each year or 

stated as a guaranteed heat rate and a fuel price tied to some publicly available 

fuel price index; a gas tolling offer is also allowable in which the heat rate is 

guaranteed, but APS provides the gas; 

A Fixed Operation & Maintenance (FO&M) Price in $/kw-year for each year 

of the contract length, or an initial-year price indexed to inflation; payments of 

this price, too, must be tied to the Availability Guarantee; 

A Variable Operation & Maintenance (VO&M) Price ($/MWh) stated for each 

year or an initial-year price indexed to inflation; and 

A Start Price in dollars per start stated for each year or indexed. 

0 

0 

How would APS determine the amount of energy it would procure from this 

capacity? 

These unit sales offers would be dispatchable within specified limits such as 

minimum load and ramp rates, based on the offered energy price plus variable 

operation and maintenance price and transmission losses. This is no different 

from how APS “procures” power today from its own power plants. So a 

supplier’s offered prices would determine how much energy it would sell. 

Does your approach mean that APS could not buy from the Western spot market? 

No, not at all. My proposal allows APS to get the best deal for ratepayers by 

taking the cheapest energy, whether it was from these contracts or the spot 

market, whatever is best for ratepayers. Dispatchability would allow APS to take 
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advantage of the spot market if and when it was to the benefit of ratepayers, but 

the guaranteed energy from these PPAs would give the risk protection inherent in 

a pre-set, fixed-formula energy price. In this way, APS’ ratepayers would get the 

best of both worlds. 

How would the remainder of unmet capacity needs be met? 

The remainder of the unmet needs (753 MW in 2006) can be met with seasonal 

call options. The call option gives APS the right (but not the obligation) to call on 

the bidder during the summer months (June, July, August and September). APS 

could structure this product to be callable for either 16 peak hours in a day or just 

in 6 super-peak hours. All of the calls are under day-ahead scheduling. Once 

called to run, the unit would be guaranteed to run for the full 16 or 6 hours 

depending upon the product. This call option product would also be Firm LD; 

that is, it would guarantee 100% availability backed by liquidated damages. 

What pricing structure would be used for the call options? 

Pricing would be in the form of a two part-price: (a) a call option payment paid at 

the start of each year (or monthly) in $/kw and (b) a strike price paid when called 

that can be fixed ($/MWh) or fixed-formula (guaranteed heat rate tied to a fuel 

index). 

Must APS stick with the amount in your unit salekall option split regardless of 

the bids it receives? 
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No. APS should always act in the best interests of its ratepayers. If one type of 

bid is clearly superior in terms of price, risk and reliability, then APS should 

procure more of it. This would be determined jointly by APS, Staff, and the 

Independent Monitor as part of the Bid Evaluation Team. 

How would non-APS RMR service be reflected in the RFP? 

The RFP for unit sales would take account of the expected RMR service of the 

non-APS RMR units, whether that is the new West Phoenix units or competing 

units. Specifically, non-APS RMR units would be required to be available for 

RMR service in RMR hours and would be paid no higher than the Arizona 

protocol price for load pocket pricing. My understanding is that APS’ OATT 

requires a price set to variable costs plus a share of fixed costs - the share of fixed 

costs would bet set at the share of total hours of operation which are attributed to 

Rh4R service. In the non-RMR RFP, bids from competing suppliers would be 

accepted for all the remaining non-RMR hours in the year. 

Would you endorse APS’ call for a separate RFP for RMR service? 

Yes. The RMR hours can be contestable too, with APS running a separate RFP 

for RMR service. Bids would be accepted from: (a) in-Valley generation; (b) out- 

of-Valley generation that has non-APS fm transmission service to the Valley 

during RMR hours; and (c) out-of-Valley generation that offers to finance new 

transmission capacity to the Valley. For purposes of the RMR RFP, APS must 

27 BOSTON PACIFIC COMPANY, INC. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

offer to re-start and run mothballed generation (e.g., old West Phoenix 4 and 6) at 

a bidder’s expense. 

Q. Are there any boundaries the Commission should set with respect to the term of 

PPAs? 

Yes. APS states that it will not consider offers with longer than a four-year term. 

In contrast, Staffs Report gives APS the discretion to seek contracts with options 

to extend if that would be in the ratepayers’ best  interest^.^' With APS’ approach, 

many contracts will expire in about 2006. I think this is risky for APS’ ratepayers 

since the capacity glut should be absorbed by then. The Commission should put 

APS on notice that, if it fails to implement Staffs option to extend, and prices 

spike in 2006, APS will be at risk for a finding by the Commission of 

imprudence. 

A. 

IV. I AGREE WITH MUCH OF WHAT I SEE IN THE STAFF REPORT, BUT 

I WOULD LIKE TO SEE THREE OF STAFF’S PROPOSALS BE MORE 

FULLY SPECIFIED. 

Q . 

A. 

What is your overall assessment of the Staff Report? 

I agree with much of what I see in the Staff Report. There are three areas in 

which I would like to see the Report be more specific. 

Staff Report at page 25 lines 15 to 16. 2 5  
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Q. 

A. 

What are your areas of agreement with the Staff! 

There are several, I will mention five. 

First, I agree with Staff that “[c]ompetition can help to obtain the best deal for 

ratepayers,”26 and believe that my proposal has several positive aspects which are 

meant to ensure competition will work to the benefit of Arizona ratepayers. 

Futhermore, I agree with Staffs goal of creating an equitable and transparent 

process that “facilitate[s] a manageable transition to a competitive wholesale 

power market that provides economic benefits to customers in Arizona ... . n 27 

Second, and most notably, I agree with Staffs analysis of APS’ unmet needs for 

capacity and energy, particularly the approximately 38% load factor Staff used to 

calculate the energy portion.28 

Third, I concur with Staff that the unmet needs for each of the next four years 

should be the minimum amount that is included in the 2003 soli~itation.~~ 

Fourth, in many respects its proposal achieves Staffs stated purpose of ensuring a 

fair and equitable solicitation. Specifically, the Staff is right to endorse a bid 

evaluation format that compares bids using an equivalent annual annuity 

26 Staff Report at page 1 line 6. 
27 Id at page 1 lines 8 to 9. 
*‘T~I. at page 7. 
29 Id. at page 35 lines 7 to 8. 
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method.30 I also agree with Staff that APS must be required to provide ancillary 

services to all bidders if it provides them to any generating asset not included in 

rate base.31 And I agree that APS should make transmission access on its system 

available to all bidders in an unbiased fashion.32 

Fifth, I support Staffs proposal for a solicitation website, which monitors all 

contact between the utility and bidders, as a positive step in ensuring that there is 

no bias toward Pinnacle West.33 

Are there areas of the Staff Report that you would like to see changed? 

Yes. There are three areas in which the findings should be deepened. 

First, I appreciate Staff recognizing the importance of allowing Intervenors to 

have specific opportunities to comment on each step of the solicitation process 

through written comments provided to APS, Staff, and the Independent Monitor. 

However, equally important, APS must be required to respond to these comments 

in writing within seven days. 

Second, the Staffs price to beat estimate must focus on the question ratepayers 

care about most: will my monthly bills increase over time with the winning bids? 

To that end, it would be best if Staff compared the winning bids in any solicitation 

30 Id. at page 23 lines 8 to 1 1. 
Id. at page 16 lines 7 to 1 1. 

3 2  Id. at page 5 lines 6 to 9. 
3 3  Id. at pages 19 to 2 1 .  
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to the unbundled generation cost of APS’ existing power resources as adjusted for 

fuel costs and inflation. If Staff chooses to also incorporate a forecast of spot 

market purchases in its price to beat, it should reflect the consumer risk of such a 

dependence on spot purchases; one way to reflect this risk is to use a Black and 

Scholes calculation to estimate what would be charged to lock into the forecast 

used by Staff. 

Third, while Staff assures the third-party Independent Monitor access to all the 

information used by APS to solicit and choose among bids, it fails to give the 

Independent Monitor any means of leverage. Specifically, while APS must allow 

the Independent Monitor access, there is no pressure on APS to work to win the 

Independent Monitor’s concurrence on both its process and, more importantly, its 

choice of winning bids. I recommend that the Independent Monitor’s Report to 

the Commission, which is required by Staff, include a headline statement by the 

Monitor on whether he or she concurs with the ultimate selection of winners. 

Moreover, that concurrence or lack thereof should be given considerable weight 

in the Commission’s approval or disapproval of the purchase contracts, which 

result from the solicitation. In addition, the Independent Monitor should have the 

right to ask the Commission to stop the solicitation process if APS acts in bad 

faith. 
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RECOMMENDATIONS 

What are your recommendations based on your Testimony? 

I have five recommendations with respect to APS based on my Testimony: 

First, the Commission must reject APS’ estimate of its unmet energy needs 

because its economy energy proposal puts its ratepayers at risk in the volatile 

Western spot market. Instead, consistent with its approach when promoting its 

Affiliate’s Redhawk and new West Phoenix units, APS must estimate this need 

assuming new, dispatchable combined cycle plants will fill its capacity need. 

Second, the Commission must reject APS’ estimate of unmet capacity needs 

because (a) it fails to calculate the 15% reserve on total peak load as it has done in 

the past and as is traditional; and (b) it shields Pinnacle West’s new West Phoenix 

units fi-om area-wide competition by excluding them fi-om unmet capacity needs 

based on limited RMR service. The Commission should also take note that APS 

consistently under forecasts peak load by more than 20% when looking out four 

years, as would be the case here, and that APS is liable for ratepayers harm due to 

its under forecasting. 

Third, the Commission must reject APS’ product definition, which I see as an 

attempt to undermine, rather than implement, the competitive solicitation required 

by the Commission’s Track A Oder. Instead, for 2006, APS should solicit 1,891 
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MW of asset-backed, dispatchable units sales offers under traditional pay- for- 

performance PPAs with both unit contingent and Firm LD options allowed. The 

remaining 753 MW of unmet capacity need in 2006 should be solicited as 

seasonal call options that are Firm LD. 

Fourth, for the unit sales RFP, bidders should assume that non-APS RMR units 

will be required to run in RMR hours under the Arizona protocol and that 

competition will be for all non-RMR hours of the year. 
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Fifth, a separate RFP for non-APS RMR service can be held. To support this 

RFP, APS must offer to re-start mothballed in-Valley units fully at a bidder’s 

Do you have any recommendations with respect to the Staff Report? 

The Commission should generally accept Staffs Report. I would recommend that 

it deepen the Staffs recommendation in three areas. 

0 First, APS must be required to respond in writing to comments by interested 

parties in seven days. 

Second, Staffs price to beat should compare unbundled generation rates today 

with the rates resulting from winning bids, If Staff adds wholesale spot prices 

to its price to beat, it must reflect the consumer risk of relying on spot 

purchases. 

0 
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Third, the Independent Monitor must be asked to announce whether he or she 

concurs with APS’ process and selection of winning bids. And, that 

announcement must be given considerable weight in the Commission’s 

approval or pass through of winning contracts to ratepayers. The Independent 

Monitor must also have the right to ask the Commission to stop the solicitation 

process if APS acts in good faith. 
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8 Q. Does this conclude your Testimony? 

9 A. Yes. 

10 
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Exhibit No. - (CRR-1) 

APS LOAD AND RESOURCE FORECAST 
FROM AUGUST 13/14,2002 WORKSHOP 



APS Load and Resource Forecast 
2003-2004 

APS Retail Peak toad ‘ 
APS Existing Generation 
PWEC Dedicated Generation 
Purchases 

APS Retail Load 

APS Existing Generation * 
PWEC Dedicated Generation 
Purchases 

- Units 

MW 
MW 
MW 
MW 

MWH 
MWH 
MWH 
MWH 

- 2003 - 2004 

6,647 7,019 

4,697 4,730 
1 ,700 1,700 
251 - 534- 

26,404,986 27,733,094 

20,669,120 21,543,806 
5,72 8,434 6,170,100 

7,432 19,188 

Includes 12% Reserves 

Generation. Long-term Contracts and Renewable Energy 

West Phoenix CC Units 4 8 5,  Saguaro CT Unit 3, and Redhawk CC Units 1 & 2 

1 

2 

3 

The data presented in this summary is estimated planning data for internai APS planning purposes only. 
Actual APS load and requirements will depend on numerous variables, such as weather, actual load and 
demand growth, and plant outages, which are not necessarily included in the figures above. Accordingly, 
this data is provided for discussion purposes only and APS makes no  representations or warranties as to 
its uitimate accuracy. 

0 

11224895.1 



APS LOAD AND RESOURCE FORECAST 
FROM DIRECT TESTIMONY OF PETE EWEN, 

SCHEDULE PME-1 
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Exhibit No. __ (CRR-3) 

APS METRO PHOENIX RELIABILITY MUST RUN ESTIMATES 
FROM PAGE 76 OF PETE EWEN’S WORKPAPERS 
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Exhibit No. ___ (CRR-4) 

APS ECONOMY ENERGY PURCHASES 
FROM DIRECT TESTIMONY OF PETE EWEN, 

SCHEDULE PME-13 
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Exhibit No. __ (CRR-5) 

APS UNDER FORECASTS ENERGY NEEDS 
(PERCENT ERROR FOR ENERGY DEMAND) 



Exhibit No.--(CRR---5) 

APS UNDER FORECASTS ENERGY NEEDS 
(Percent Error for Energy Demand) 

Forecast Horizon 
Torecast Date 

Jan-92 
Feb-93 

Feb-94 

Jun-95 

May-96 

Feb-97 

Feb-98 

Apr-99 

Apr-00 

Oct-93 

Oct-94 

Oct-95 

Oct-96 

Oct-97 

oct-98 

Oct-99 

oct-oa 
Average 

2 years 
1.71% 

0.16% 
5.82% 
5.82% 
5.24% 
2.29% 
2.46% 
1 * 12% 
1.19% 

-0.46% 
2.65% 
3.15% 
3.49% 
5.61% 

-0.07% 

2.68% 

3 years 
-0.70% 
5.83% 
7.50% 

12.95% 
12.95% 
5.85% 
2.54% 
2.59% 
0.73% 
4.98% 
2.65% 
3.33% 
3.49% 

4 years 
2.959 
8.879 

13.079 

7.519 

6.499 

5.499 

4.98%1 7.409 

*Note that positive numbers indicate the amount that was 
underforecast. For example, the January 1992 forecasted a 
demand which was 2.95% lower than the actual demand for 
energy in 1996. 
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Exhibit No. - (CRR-6) 

APS’ FIRST SET OF DATA RESPONSES TO STAFF 
DATED OCTOBER 15,2002 

MR 1.4 



STAFF’S FIRST SET OF DATA REQUESTS TO ARIZONA PUBLIC SERVICE IN 
DOCKET NO’S. E-00000A-02-0051, E-01345A-01-0822, E-00000A-01-0630 

AND E-01933A-02-0069 (TRACK B) 
October 15,2002 

MR 1.4 Please list each contract under which APS obtains capacity and energy to serve 
its retail load. For each contract listed, please specifjr the contract’s capacity and 
energy or load factor and the date it was entered into. 

RESPONSE: 

PacifiCorp Diversity Exchange 
480 MW on-peak capacity limited to maximum 40% capacity factor May 
15-Sep 15 each year. The contract was entered into September 1990. 

Salt River Project Territorial Agreement 
350 MW capacity for delivery January-December each year. This 
amount increases per a formula by 7 or 8 Mw per year. Energy is 
distpatchable and varies as a function of APS economics and to meet the 
needs of APS system reliability. The annual capacity factor has ranged 
from 3 1% to 59% in the 2000-2002 time frame. The contract was 
entered into in 1955 and was most recently amended in 1998. 

Constellation Power (entered into March 2000) 
25 MW on-peak capacity with 100% capacity factor during on-peak 
period for delivery July 2003 - September 2003 

Williams Energy Marketing and Trading (entered into March 2000) 
25 MW on-peak capacity with 100% capacity factor during on-peak 
period for delivery July 2003 - September 2003 

Morgan Stanley Capital Group (entered into March 2000) 
50 MW on-peak capacity with 100% capacity factor during on-peak 
period for delivery July 2003 - September 2003 

Morgan Stanley Capital Group (entered into November 2001) 
25 MW on-peak capacity with 100% capacity factor during on-peak 
period for delivery July 2003 - September 2003 

NOTE: APS also has a QF agreement with Abitibi, but it is not for firm capacity 
or energy and thus has been excluded from APS resources for Track B purposes. 
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I. STARTING POINT AND SUMMARY FOR THE REVISED 
PROPOSAL 

A. The starting point for this strawdog proposal lies in three central points in the 
ALJ’s recommended order on Track A issues. (Although the Commission 
spoke this week to the ALJ’s Order, we do not have final written guidance to 
reflect herein.) 

0 First, APS must competitively procure power that it cannot produce 
from its existing generation assets (“unmet needs”). It is assumed that 
APS will want to replace its older, less efficient and environmentally 
unfriendly plants so that its “existing” generation will decline over 
time. 

Second, the Track A proceeding is not the appropriate forum to justify 
the transfer of APS’ Merchant units (Redhawk and the new West 
Phoenix) from Pinnacle West to APS. 

0 And third, divestiture should be delayed until at least 2004. 

11. THRESHOLD QUESTIONS 

A. What is the format of the competitive solicitation? 

0 The competitive solicitation will be a three-phase Request for 
Proposals (RFPs) for all unmet needs. 

B. What products are offered in the solicitation? 

0 The RFPs will solicit asset-backed offers only for capacity and energy. 
This includes unit sales and system sales. 

C. What is the structure of the final contract to be signed in the solicitation? 

0 The final contract to be signed will be a standard pay-for-performance 
contract. 

D. How will APS and its affiliates be treated in the solicitation? 

0PWEC or any other APS affiliate must bid under the same rules as any 
other bidder and must be held to its bid if it wins. 
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Under no circumstances will power from APS’ Redhawk and new 
West Phoenix units be sold to APS, for other than an interim period, 
except as a result of competitive solicitation. 

E. Who will evaluate the bids in the RFP? 

If the utility or its affiliate bids, a Bid Evaluation Team will be formed. 
The Team will include the Commission Staff plus a Third-party 
Evaluator chosen by the Commission. APS will be the other member 
of the team. 

F. How will transmission expansion costs be reflected in the bid evaluation? 

Emerging FERC policy will guide how transmission costs are reflected 
in the Bid Evaluation. This policy is that (a) each power project must 
pay for its transmission interconnection cost and those costs are 
presumed to be reflected in its bid; and (b) transmission integration 
costs (system upgrades) will be rolled into transmission rates, but the 
power projects driving the need for those upgrades will finance the 
system upgrades (i.e., they will pay for them upfront and then receive 
credits for transmission service once service begins). Transmission 
expansion costs will be treated in the bid evaluation process in a non- 
discriminatory manner. 

G. Who will sell power until other winning bids in the RFPs come on-line? 

If a winning bidder is not immediately on-line to supply power, the 
Bid Evaluation Team should initiate bilateral negotiations with the 
three next-best bidders that are already on-line and ready to supply 
power on an interim basis. 

111. TIMING AND SCALE OF THE THREE-PHASE RFPS 

A. The proposed RFP will be conducted in three phases. 

The Phase 1 RFP will be issued in Fall 2002; 

.The Phase 2 RFP will be issued in Spring 2004; and 

The Phase 3 RFP will be issued in Spring 2007. 

The timing and scale is such that, by the end of Phase 3 in 2010, APS’ 
Standard Offer load will be 100% competitively procured. 

2 
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B. The amount of power to be solicited in Phase 1 is 2,513 MW. This is the 
estimate of year 2005 peak load that APS cannot serve with its existing 
generation. Bids are accepted for power plants with in-service dates up to 
May 2005. Estimates of load growth and existing generation are shown in 
Table One. The amount of power solicited will be higher if APS retires its 
older, less-efficient, environmentally challenged units. 

.Phase 2 will solicit between 2,981 MW and 5,494 MW. The 2,981 
MW reflects the estimate of load growth from 2005 to 2007 (581 MW) 
plus the load served by 2,400 MW of APS’ existing generation assets, 
which will be divested at this time. The 5,494 MW reflects the fact 
that, if only three-year PPA terms are accepted, some or all of the load 
from the first RFP (2,513 MW) must be re-bid. Bids are then accepted 
for power plants with in-service dates of up to May 2007. 

.Phase 3 will solicit between 3,473 MW and 8,967. The 3,473 MW 
reflects the estimate of load growth from 2007 to 20 10 (1,028 MW) 
plus the load served by the remaining 2,445 MW of APS’ existing 
generation assets, which will be divested at this time. The 8,967 MW 
reflects the fact that, if only three-year PPA terms are accepted, some 
or all of the load from the Phase 2 RFP (5,494 MW) must be re-bid. 
Bids are accepted for power plants with in-service dates of up to May 
2010. 

IV. MODELPPA 

A. The RFP will include a model PPA to be used as a template for all bids. This 
PPA will detail all the required and/or preferred price and non-price terms. 
The goal is to streamline the bid evaluation process by settling most contract 
issues upfront. 

B. Length of Contracts 

In order to reach a compromise, we have suggested that the Phase 1 RFP 
solicit shorter term contracts (three-years) with an option to extend the 
contract for an additional five-years. However, because we believe there is 
significant consumer benefit to long-term contracts we believe that the issue 
should be revisited and that Phase 2 should entertain longer term contracts. 

For Phase 1, the contract term submitted by a bidder will be for three 
years. In addition, the bidder may choose to submit an option price to 
extend the contract life for an additional five years. APS may either 
pay the option price, and in three years extend the contract, or ignore 
the option price and take the contract as a three year deal. 
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0 We realize the Staff is reluctant to commit ratepayers to longer-term 
contracts, however, once the benefits of competitive solicitation have 
been demonstrated in Phase 1 ,  the Commission may endorse longer- 
term contracts for the Phase 2 and 3 RFPs. In this event, APS will file 
with the Commission their portfolio-term preferences for approval 
(e.g. APS prefers 60% of the RFP capacity procured under 10-year 
terms, 20% under 5-year and 20% under 15-year). This preference 
will be made public as part of the RFP process. 

C. Structure of Price Bids 

1. Capacity Price 

Stated in $/kw-year for each year of the contract term; or, initial-year 
stated and then indexed to inflation. 

The capacity price must be tied to an availability guarantee. 

2. Availability Guarantee 

The capacity price would be paid in full if, and only if, the facility was 
available for service 95% of the time, on average, over the previous 12 
months. If it was available for less than 95% of the time, capacity 
payments would be reduced proportionally and the seller is responsible 
for the replacement cost of power. If the performance fell below 50% 
availability, no capacity payment would be made. 

If availability was above 95%, then the supplier would receive a 
proportional bonus for each percentage point above 95%. 

A guaranteed megawatt output will be stated. 

3. Energy Price 

The energy price will either be a fixed price ($/MWH) stated for each 
year; or, 

Stated as a guaranteed heat rate and a fuel price tied to some publicly 
available fuel price index. 

Gas tolling offers are acceptable and, in this case, a guaranteed heat 
rate must be offered. 

4. Fixed Operation & Maintenance (FO&M) Cost 

4 
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An explicit fixed cost in terms of $/kw-year for each year of the 
contract length, or an initial-year price indexed to inflation. 

FO&M will also be tied to the Availability Guarantee. 

5 .  Variable Operation & Maintenance (VO&M) Cost 

0 VO&M will be a fixed price in terms of $/MWH stated for each year 
or an initial-year price indexed to inflation. 

0 Start Price: The cost in $/start can be fixed or tied to a publicly 
available index. 

D. Non-Price Terms 

1. Dispatchability: Each generation asset is dispatchable based on its 
energy price plus VO&M plus transmission losses. Each bid must 
submit the necessary parameters for dispatch such as: 

Minimum load level, 
Ramp rates, 
Minimum run times, and 
Start-up times. 

2. No Regulatory-Out Clause 

0 The RFP itself will be the prudence review, and, therefore there is no 
need for an ongoing prudence review of the contract. Since there is no 
risk of a disallowance, there is no need for a regulatory-out clause. 

3. Force Majeure will be defined using the industry standards for events 
out of the control of the parties. 

4. Security Deposit 

0 Construction Period Security Deposit shall be in the form of a Letter 
Of Credit (or an acceptable substitute) for $30,00O/MW and be 
applicable from the date that the winning bidder(s) sign the PPAs until 
the in-service date of the asset. 

0 Operation Period Security Deposit shall be in the form of a Letter of 
Credit (or an acceptable substitute) for $30,00O/MW and be applicable 
for the entire term of the contract. 

5. Construction Milestones 

5 
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0 If a bidder’s asset is not on-line, it must contractually guarantee to 
meet milestones, including milestones such as the completion of 
permitting, financial close, and equipment delivery. 

6. Liquidated Damages 

0 A bidder is liable for the replacement cost of power in the event of (a) 
early contract termination, (b) under-performance, or (c) failure to 
meet in-service date. 

The Construction or Operation Period Security Deposits are the source 
of payment and set the limit for replacement costs. 

7. Creditworthiness: Prospective bidders may submit bids only if they 
meet one of the following creditworthiness standards: 

0 Bond rating of the company is investment grade; 
0 The asset to be bid has been financed; 
0 The asset has an investment grade guarantor; or 
0 Both Construction and Operation Period Security Deposits are 

increased to $lOO,OOO/MW. 

V. BID EVALUATION IN THE RFP 

A. A Bid Evaluation Team will be created to ensure fair treatment for all bids. 

0 The Team will consist of APS, the Commission Staff, and an 
Independent Third-party Evaluator chosen by the Commission. 

B. The bid evaluation will be in two stages. The first consisting solely of an 
assessment of generation costs, and the second taking into account possible 
transmission system upgrade costs. 

C. To compare the contracts with unequal lives (Le. a three-year contract as 
compared to a three-year contract with an option for five-year extension) the 
bid evaluation should follow the annuity method detailed in Attachment One. 

VI. OTHER ISSUES 

A. Confidentiality: All bids are confidential, including those from PWEC. The 
PPAs from winning bids will be made public upon contract signature. 

6 
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B. Dispute Resolution: Each bidder is entitled to a post-bid meeting with the Bid 
Evaluation Team if it is omitted from the short-list, or it is not a winner after 
being on the short-list. If a grievance remains, losing bidders (a) will agree to 
arbitration on matters concerning the evaluation of its bid or (b) can appeal to 
the Commission for serious breaches of procedure only. The entire RFP must 
be re-opened if procedural breaches are found. 

C. Demand-Side Bids: Demand-side bids will be accepted if they can 
demonstrate that they are effective alternatives to peaking capacity. 

D. Bid Fee: A non-refundable $10,000 fee per bidder (covering up to three bid 
alternatives) will be assessed to defray the cost of the Third-party Evaluator. 

VII. BROADER ISSUES 

A. Consistency with FERC’s Standard Market Design (SMD) Notice of Proposed 
Rulemaking (NOPR) with respect to long-term power sales contracts. 

The Strawdog Proposal is consistent with the SMD NOPR’ in the sense that both 
encourage generation and transmission investment through a preference for longer-term 
contracts. FERC’s clear expectation is that bilateral contracts are used to serve most of 
the retail load, noting that these contracts account for 85% of the load in the Eastern 
I S O S . ~  FERC states that a mitigated spot market does not give sufficient incentive to 
invest. Through its Resource Adequacy requirement, and the use of a longer-term 
planning horizon within that requirement, FERC says it is encouraging infrastructure 
investment by promoting longer-term  contract^.^ FERC proposes a forward looking 
Resource Adequacy requirement, possibly in the 3-year to 5-year range, but will allow 
the final choice to be made in different regional planning efforts.5 FERC is also clear that 
the Resource Adequacy requirement is asset-backed, meaning that the generation assets 
used to meet the requirement must be specified.6 FERC does ask for comments on 
allowing the requirement to be met with offers backed by liquidated damages, but with 
unspecified generation  source^.^ 

3 

FERC also accommodates longer-term contracts by allowing for longer-term 
transmission rights. FERC speaks of “life of the facility” rights being earned by a 
customer who pays for network upgrades; these rights are even exempt from the auction 
requirement four years hence.8 These lifetime rights can go to merchant transmission 

See Notice of Proposed Rulemaking, Remedying Undue Discrimination through Open Access 
Transmission Service and Standard Electricity Market Design in Docket No. RMOl- 12-000 (July 2002). 
* Id. at page 6 and page 10 of Appendix E. 

Id. at page 253. 
Id. at page 276. 
Id. at page 277. 
Id. at page 272 and page 273. 
Id. at page 273. 
Id. at page 6 of Appendix F 8 
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builders, too.’ FERC wants to allow transmission rights to match the terms of longer 
term power sales contracts, specifically asking for comments on whether contract terms 
for transmission rights should be required to match the planning horizon of the Resource 
Requirement.” 

B. The Strawdog Proposal calls for unit contingent bids because PWEC’s Redhawk 
and new West Phoenix units are unit contingent. 

The Strawdog calls for unit-contingent bids because that is how PWEC’s 
merchant units (Redhawk and new West Phoenix) are accepted by APS; PWEC’s units 
should not have an artificial competitive advantage over competitors. Put simply, this 
means that PWEC’s units do not supply their own operating reserves, but, rather, are 
backed up by the reserve margin constituted by APS’ portfolio of power plants. There is 
no reason to treat merchant plants developed by competitive power producers differently 
than merchants developed by an APS affiliate. Moreover, since Arizona ratepayers are 
already paying for those APS reserves, the unit contingent sale offers the lowest cost to 
consumers. 

We would entertain a 100% availability guarantee if all merchant suppliers, 
including PWEC, had to meet the requirement. That is, APS could not use its portfolio of 
assets to back up PWEC’s merchant units at Redhawk and new West Phoenix. In 
addition, we would recommend that the 100% availability requirement be met by 
membership in the Southwest Reserve Sharing Group (SRSG). ” An alternative would be 
that the requirement could be met by a purchase of ancillary services from APS at FERC- 
approved tariff rates. 

Id. at page 10. 
lo Id. at page 140. 

Our understanding is that the SRSG currently has 1 I members. The calculation of the contingency 
reserve requirement for each member is in two parts. The first part results in the percentage share (the 
Reserve Responsibility Ratio) of the regional reserve requirement for which an entity is responsible. (It is 
that entity’s percentage share of the sum of 25% of each entity’s firm load plus its most severe single 
contingency). The second part sets the actual megawatt contingency reserve requirement for each entity. 
(This is equal to an entity’s reserve responsibility ratio times the region’s most severe single contingency.) 
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ATTACHMENT ONE 

BID EVALUATION IN THE RFP 

A. A Bid Evaluation Team will be created to ensure fair treatment for all bids. 

The Team will consist of APS, the Commission Staff, and an 
Independent Third-party Evaluator chosen by the Commission. 

B. The bid evaluation will be in two stages. The first consisting solely of an 
assessment of generation costs, and the second taking into account 
transmission costs. 

C. Stage One: Generation Cost Bid Evaluation 

1. The initial generation cost bid evaluation will be done across a range 
of uniform capacity factors. The Team will specify the uniform 
capacity factors to be used (e.g.lO%, 20%, and so on) and each bid 
will yield a price at each capacity factor (a screening curve). 

2. In addition to specifying the uniform capacity factors, the Team will 
specify all other assumptions for evaluation such as natural gas prices 
or other fuel costs, and inflation. 

3. With the uniform capacity factor evaluation, the costs will be 
represented as an annuity cost per MWH. The steps are as follows: 

The annual costs for each price component (capacity, energy, VO&M, 
FO&M and starts) will be projected over the proposed term of the 
offer, at each of the uniform capacity factors. 

The present value of these projected costs will be determined using 
APS’ after-tax weighted cost of capital as the discount rate. 

A cost annuity will be calculated for the bid over the proposed term. 
To be clear, if a 3-year offer is made, a 3-year annuity would be 
calculated. An annuity is used to allow the comparison of bids with 
unequal lives. 

To adjust for unequal bid sizes, the annuities would be divided by the 
MWH of the bid as dictated by each uniform capacity factor. 
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The Team will rank the annuities per MWH and choose the lowest- 
cost bids sufficient to meet the megawatt level solicited (e.g. 2,513 
MW for the Phase 1 RFP). 

4. If the Team is satisfied with the uniform capacity factor evaluation, it 
need not go further in the generation cost evaluation. If however, the 
Team wants an additional analysis, it is entirely appropriate to add a 
production simulation based-bid evaluation. 

Capacity factors for each bid would be determined through production 
simulation. 

Bid comparison would be done on the basis of the cumulative present 
value of the revenue requirement adjusted for difference in contract 
term and project size. 

D. Stage Two: The Bid Evaluation Team will next take account of the costs of 
transmission system upgrades. 

1. The winning bidders based on generation costs, as a group, will be 
called the Minimum Generation Cost Portfolio (MGC Portfolio). 

2. Transmission modeling will be used to determine the system upgrade 
costs, if any, associated with the MGC Portfolio. System upgrades 
will be made to assure reliability criteria are met. 

3. Transmission system upgrades will be translated into transmission 
rates and, if transmission rates do not rise by more than 5%, these 
system upgrade costs are considered reasonable and the MGC 
Portfolio is the winning Portfolio. 

4. If the 5% transmission rate impact is exceeded, another portfolio of 
generation bids will be created. This will be called the Second-Best 
Generation Portfolio. (SBG Portfolio). The SBG Portfolio will 
include higher-cost generation bids that are expected to require lower 
transmission system upgrades. Transmission modeling will be used to 
determine the system upgrade costs of the SBG Portfolio. 

5. The costs of the MGC and SBG Portfolio now would be compared 
with the transmission costs included. The annuity cost of transmission 
upgrades would be added to the annuity cost of the generation bids. 
The lower cost Portfolio would win. 

6. All bids in the winning portfolio are considered responsible for and 
must offer to finance ap ro  rata share of the transmission system 
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upgrades in their region. An exception occurs when a bidder has 
secured firm transmission service already over non-APS transmission 
facilities. 

E. Load-Pocket Location 

0 A separate analysis for load-pocket location for generation is required 
to determine if, and only if, system reliability requires load-pocket 
location for physical needs regardless of transmission capability. 

If a load pocket is a result of insufficient transmission capability, it is 
an economic decision captured in the transmission cost analysis 
detailed above. That is, if the cost of (a) generation outside the Valley 
plus the cost of required system upgrades is more expensive than (b) 
the cost of in-Valley generation, then in-Valley generation will win the 
RFP without any locational preference. There is no need for a location 
preference if the reason for the load-pocket is insufficient transmission 
capability. 

APS must allow bidders to co-locate facilities with APS, as possible, 
on its existing in-Valley sites. 

If APS mothballs or retires in-Valley units, it will include in the RFP a 
price at which out-of-Valley bidders may call on these units when 
transmission constraints are binding. 

F. Non-Price Factors 

0 Although many non-price factors are made comparable by the Model 
PPA, the value of non-price factors in bid evaluation must be made 
clear in the RFP evaluation process beforehand. 

For example, some value can be assigned to having completed 
construction or being in an advanced stage of construction. 
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1 1. 

2 

3 Q. 

4 A. 

5 

6 

7 

8 Q. 

9 

10 A. 

11 

12 Q. 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 11. 

22 

23 Q. 

INTRODUCTION AND PURPOSE OF TESTIMONY 

Please state your name, position, and business address? 

My name is Craig R. Roach. I am a Partner with Boston Pacific Company, Inc. 

My business address is 1100 New York Avenue, NW, Suite 490 East, 

Washington, DC 20005. 

Are you the same Craig R. Roach who submitted Direct Testimony in this 

proceeding on November 12,2002 on behalf of Panda Gila River, L.P.? 

Yes. 

What is the purpose of your Rebuttal Testimony? 

The purpose of my Testimony is to respond to certain portions of the Direct 

Testimony of (a) Mr. Steven Wheeler on behalf of Arizona Public Service 

Company (APS), including his reliance on APS’ revised Code of Conduct; (b) Dr. 

Richard Rosen on behalf of the Arizona Residential Utility Consumer Ofice 

(RUCO); and (c) Mr. Thomas Broderick on behalf of Harquahala Generating 

Company, LLC. 

SUMMARY OF TESTIMONY 

Can you summarize your overall opinion of Mr. Wheeler’s Testimony? 
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1 A. While there are certain aspects of Mr. Wheeler’s testimony with which I can 

2 agree, his testimony does not resolve my concerns about APS’ needs assessment 

3 

4 

and procurement proposal. In addition, the proposed APS Code of Conduct 

referenced by Mr. Wheeler does little to alleviate my concerns about APS running 

5 a biased solicitation. 

6 

7 

8 

9 

I do agree, however, with Mr. Wheeler that the Commission’s oversight and 

review of the competitive solicitation constitutes a prudence review. 

10 Q. Can you summarize your overall assessment of Mr. Rosen’s Testimony? 

11 A. Dr. Rosen proposes a return to the Integrated Resource Planning/Least Cost 

12 Planning (IRPLCP) of the 1980’s and 1990’s’ which I believe is entirely 

13 unnecessary. Staff and other interested parties in this proceeding are focused on 

14 assuring that the competitive solicitation will get the best deal for Arizona 

15 ratepayers, and the solicitation process, in every respect, is aimed at achieving the 

16 least cost for them. 

17 

1 8 Q. What is your overall opinion of Mr. Broderick’s Testimony? 

19 A. I share Mr. Broderick’s concerns in many respects. Most notably, I agree that 

20 APS has underestimated its unmet needs for this solicitation, and that its economy 

21 energy proposal puts ratepayers at risk in a volatile Western spot market. 

2 

22 

23 
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1 111. 

2 

3 

4 

5 

6 

7 

8 

9 Q. 

10 A. 

11 

12 

13 

14 

15 

16 Q. 

17 

18 A. 

19 

20 

21 

22 

APS’ NEW TESTIMONY DOES NOT RESOLVE ANY OF MY 

CONCERNS ABOUT ITS NEEDS ASSESSMENT OR PROCUREMENT 

PROPOSAL. 

A. APS’ proposed Code of Conduct does little to alleviate my concerns 

about APS running a competitive solicitation without bias toward its 

Affiliate. 

Do you agree with the Staffs goals that Mr. Wheeler endorsed in his testimony? 

Yes. I think we can all agree with the general goals that Staff laid out and that 

APS has endorsed in its testimony. 

assure an equitable, transparent and open competitive solicitation. However, 

APS’ proposed Code of Conduct gives me no comfort about APS running an 

unbiased competitive solicitation that will achieve these goals. 

Most importantly, I agree that all of us must 

Are there any specific details in the Code of Conduct that concern you with 

respect to the competitive solicitation? 

Yes, there are a number. First, the proposed Code of Conduct does not keep the 

Affiliate from participating in the solicitation. In fact, APS’ witness, Mr. 

Wheeler, states that both APS and Pinnacle West employees may conduct the 

solicitation.2 I find this troublesome given APS’ prior actions, the obvious bias 

toward its affiliate in the proposed PPA and in its Track B needs assessment and 

Direct Testimony of Steven Wheeler, Docket No. E00000A-02-05 1, at page 3 lines 9 to 13, (November 
12,2002) (“Wheeler Direct”). 

3 
BOSTON PACIFIC COMPANY, N C .  



1 procurement proposal, and the fact that Pinnacle West entities will be bidding in 

2 the solicitation. The only way to ensure a fair and competitive solicitation is to 

3 

4 

keep the two entities completely separate during the solicitation process. 

5 Q. What else concerns you about Mr. Wheeler’s reliance on the Code of Conduct? 

6 A. As presented to the Commission, the Code does not guarantee that APS will treat 

7 other merchant generation developers the same as it treats its merchant generation 

8 affiliate. 

9 

10 Q . Can you give examples of differing treatment that could result from an inadequate 

11 Code of Conduct and that would have an impact on the competitive solicitation 

12 being developed in this Track B process? 

13 A. Yes, two examples come to mind. First, there is no guarantee in the Code of 

14 

15 

Conduct that APS will give merchant generation developers the same treatment as 

APS’ merchant affiliate when it comes to things like the arrangements for test 

16 energy or other activities prefatory to commercial operation. Distinguishing 

17 between generation sources on items such as test energy can have significant 

18 economic ramifications. 

19 

20 

21 

My second example relates to APS’ rights under its Full Requirements natural gas 

contract with El Paso. The specific allocation of the rights under that contract is 

22 the subject of a current FERC pr~ceeding.~ Of relevance to this proceeding, 

* Id., at page 9 line 24 to page 10 line 2.  
’ El Paso Natural Gas Company, et. al., Docket No. RP00-336-005. 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 Q. 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

however, is the fact that APS is of the opinion that it can assign that capacity to 

any merchant generator through a tolling arrangement? Of course, APS did not 

mention this opinion in any of the Track B workshops or its testimony and it 

would appear that APS intended to simply allow its merchant affiliate to claim 

rights under the agreement. 

We believe the Code of Conduct must ensure the comparable treatment of all 

merchants, including APS’ merchant affiliate, during the Track B solicitation and 

also throughout the normal course of operations. 

Are there other items m the Code of Conduct that give you concern? 

Yes. The proposed Code of Conduct contains several definitions of terms which 

seem inappropriate and could be used to favor an affiliate. 

First, the Code of Conduct defines an “Arm’s Length Transaction” as “a 

transaction between or among parties, each of whom acts in its own interest and 

where the final decision is not made by a single individ~al.”~ By not explicitly 

excluding affiliates, APS misses the essence of the term “Arm’s Length.” A 

company simply cannot be at arms length with itself. Affiliated entities, like APS 

and Pinnacle West, have common interests by definition. For this reason, if given 

discretion, APS will not take actions that go against its parent, Pinnacle West. 

Panda Gila River L.P.’s First Set of Data Requests to Arizona Public Service Company, Docket No. E- 
0000A-02-0051, Supplemental Data Request l .34. 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Second, APS has defined “Shared Services” as services between affiliates that 

include “energy risk management” and “system dispatch.”6 Given APS’ economy 

energy proposal, it is concerning that system dispatch decision-making and 

information is openly shared. Since system dispatch determines which units are 

run based upon the cost of the unit, the Affiliate would have access to the costs of 

APS’ own units, as well as to those of the winning bidders of this solicitation. 1 

participated in the procedural conference where APS argued that the cost 

information which would be needed by APS to run system dispatch was so 

important and proprietary that even the outside lawyers and consultants for a 

potential bidder should not have access to it for fear they would pass it on to 

personnel preparing the bid. Now, in sharp contrast, Pinnacle West would have 

immediate, routine access to this information through its role in dispatch. 

Similarly, risk management is integral in the selection of products, and it appears 

Pinnacle West would be dictating the means and the ends of risk management. 

Pinnacle West, thereby, could define products which bias a solicitation toward its 

resources. 

Third, the definition of “Extraordinary Cir~umstances”~ seems inappropriate. Of 

course, in an emergency, APS should use whatever means are necessary to 

resolve the problem and to ensure system reliability. However, it should be noted 

that any contract APS signs as part of this solicitation should include an 

APS Code of Conduct, at page 1. 
Id., at page 3. 
APS Code of Conduct, at page 2. 

6 
BOSTON PACIFIC COMPANY, N C .  



1 

2 

3 

4 Q. 

5 A. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 Q. 

16 A. 

17 

18 Q. 

19 A. 

20 

emergency service clause and, thus, in emergency situations all generators would 

be treated equally, i.e., subject to the same protocols. 

Are there any other sections of the Code that require clarification? 

Yes. There are several other areas that raise concerns and I believe should be 

clarified, such as (a) Section 11. Applicability of Code of Conduct;* (b) Section 

IX. Separation Requirements;’ and (c) Section XII. Financing Arrangements.” 

The fact that the Policies and Procedures are not provided here also raises 

concern. 

B. I disagree with APS’ implication that the 2003 solicitation will not be 

intensely competitive, and with APS’ request that it alone be given 

Staffs price to beat. 

Does APS express concerns with the Staff Report? 

Yes. Mr. Wheeler is concerned about the Track B timeline. 

What is APS’ concern with the Track B timeline? 

Mr. Wheeler is concerned that the Staffs timeline is problematic and states, 

“[mlany otherwise interested bidders may have already sold forward their 

ICI., at page 3. 
~ d . ,  at gage 6. 

l o  Id., at page 8. 
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1 

2 higher.”’ ’ 
capacity for 2003 by this time, or market prices may have turned unexpectedly 

4 Q. Do you agree with Mr. Wheeler’s concern? 

5 A. 

6 

7 

8 

9 

10 

No. I see little reason for concern given the glut of power plant capacity (by the 

end of 2003 this will amount to about 6,500 MW, not including Pinnacle West’s 

assets) that is under construction in APS’ service territory. My client alone could 

fill the full unmet need in 2003, and, with so many other generators in the area, 

including Pinnacle West’s Redhawk and new West Phoenix units (for 1,644 

MW), there will surely be intense competition at the time of Staffs proposed 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

solicitation. Mr. Wheeler is also forgetting that the risk of losing capacity and 

energy sales for four years to another competitor will likely keep price bids 

competitive in 2003. 

Q. 

A. 

Does APS have other concerns with the Staff Report? 

Yes. Mr. Wheeler is concerned with the viability of Staffs price to beat and 

wants Staff to show APS its price to beat.12 

Q. 

A. 

Should the price to beat be disclosed to APS? 

No. This information should be disclosed uniformly; that is, either all parties 

receive the information or none do. While, I can sympathize with some of the 

concerns raised about the calculation of the price to beat, the possibility that APS’ 

’ ’ Wheeler Direct, at page 6 lines 2 to 3. 
Wheeler Direct, at page 8 lines 7 to 24. 12 
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1 

2 

Affiliate would obtain this information is too great and would unfairly bias the 

solicitation. 

4 

5 

6 

7 

8 Q. 

9 A. 

10 

11 

12 

13 Q. 

14 A. 

15 

16 

17 

18 Q. 

19 

20 A. 

21 

22 

23 

C. I do agree that the Commission’s oversight and review of the 

solicitation constitutes a prudence review, but only for the short 

duration of the contracts. 

Is there any aspect of APS’ testimony with which you agree? 

Yes. While I disagree with much of APS’ testimony, there is, one area of 

agreement. I agree with Mr. Wheeler that the Commission’s oversight and review 

of the competitive solicitation constitutes a prudence review. l 3  

How is prudence determined? 

Generally, an action is deemed prudent if it was arrived at using a reasonable 

decision-making process given the facts known, and knowable, at the time of the 

decision. 

Why would the Commission’s approval of the solicitation process constitute a 

prudence review? 

When the Commission approves the process used by APS in soliciting its m e t  

needs, it will have effectively determined that the process constituted reasonable 

decision-making. Further, given that prudence can only be judged with the facts 

known or knowable at the time of the decision, the Commission would not benefit 

9 
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1 

2 

3 

4 Q. 

5 

6 A. 

7 

8 

9 

10 

11 

12 

13 

14 Q. 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

from waiting and reviewing the contracts at a later date; that is, hindsight cannot 

be used to judge prudence. 

What information should the Commission use in weighing the prudence of the 

contracts? 

While the Commission should use all known or knowable information at the time 

of its decision, as I proposed in my Direct Testimony, the Commission should 

give great weight to the Independent Monitor’s report when making its prudence 

determination. Specifically, the Independent Monitor’s report should contain a 

specific approval or disapproval of the process undertaken and the final contracts 

awarded. If the Independent Monitor disapproves of the outcome, the 

Commission should be reluctant to rule that the outcome was prudent. 

Can you give the Commission perspective on judging the prudence of the 

contracts at this time? 

Yes. For perspective, note that because these contracts are for a short duration, 

the burden of judging prudence is far less dramatic for the Commission than 

judging the prudence of a 29-year contract, as was the case with the Affiliate 

PPA. In addition, the Commission should be reassured with a pay-per- 

performance PPA obtained through a competitive solicitation because it would 

have three important elements: (1) a set termination date; (2) penalties for failure 

to perform; and (3) fixed or fixed-formula prices. 

l 3  Id., at page 6 line 25 to page 7 line 5. 
10 
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2 Iv. 

3 

4 

5 

6 

7 

8 

9 

10 Q. 

11 

12 A. 

13 

14 Q. 

15 

16 A. 

17 

18 Q. 

19 A. 

20 

21 

DR. ROSEN’S PROPOSED RETURN TO THE INTEGRATED 

RESOURCE PLANNING/LEAST COST PLANNING (IRP/LCP) OF THE 

1980’s AND 1990’s IS ENTIRELY UNNECESSARY. STAFF IS CLEARLY 

FOCUSED ON ASSURING THE COMPETITIVE SOLICITATION WILL 

GET THE BEST DEAL FOR ARIZONA RATEPAYERS, AND THE 

SOLICITATION PROCESS, IN EVERY RESPECT, IS AIMED AT 

ACHIEVING THE LEAST COST FOR THEM. 

Was RUCO’s witness Dr. Rosen present at any of the Staff sponsored workshops 

on Track B? 

No he was not. 

Did RUCO make its position on the competitive procurement process clear during 

those sessions? 

Unfortunately no. 

Can you summarize the thrust of Dr. Rosen’s testimony? 

Yes. Dr. Rosen wants the competitive solicitation to be done in the context of the 

Integrated Resource PlanningLeast Cost Planning (IRPLCP) regime of the 1980s 

and 1990s. l 4  Indeed, Dr. Rosen recommends that least cost planning should be 

l 4  Direct Testimony ofRichard Rosen, Docket No. E-00000A-02-051, at page 8 lines 9 to 12, (November 
12,2002) (“Rosen Direct”). 

11 
BOSTON PACIFIC COMPANY, INC. 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

the “most important organizing principle around which the entire Track B process 

must be ~tructured.”’~ 

Q. Do you agree? 

A. No. It is not necessary to return to IRPLCP. Dr. Rosen’s testimony should be 

rejected in this regard. 

Q. 

A. 

Do you agree that IRPLCP is the only way to protect ratepayers? 

No, not at all. Staff made it clear throughout the workshops that its number one 

goal in the development and implementation of a solicitation process was to 

ensure ratepayer benefit. 

Q. 

A. 

What evidence does Dr. Rosen offer to support his suggested retum to IRPLCP? 

Dr. Rosen provides no evidence, per se, but he appears to rely on three points: (a) 

a concern about using the right capacity factors; (b) the need for a Regulated 

Proxy bid; and (c) the alleged failure to consider both generation and transmission 

investments. 

A. Getting capacity factors right does not require a return to IRPLCP. 

Q. 

A. 

Please comment on Dr. Rosen’s first point. 

First, Dr. Rosen drives most of his proposal with a concern over getting the 

capacity factors right for comparison of the various bids.I6 This is a legitimate 

Rosen Direct, at page 13 lines 13 to 15. 15 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 Q. 

15 A. 

16 

17 

18 

19 Q. 

20 A. 

21 

22 

analytic concern. However, given that the bids will come primarily from new 

combined cycle plants, I just do not see that this is a major analytic hurdle. A 

head-to-head comparison, based on a single capacity factor, can take us a long 

way towards the right answer. Moreover, the screening curve approach that I 

discussed in the Workshops and in Panda Gila River’s Strawdog is a good way to 

compare the bids at multiple capacity factors to see it there is any difference 

among bidders. If additional analysis is still required, production simulation 

modeling can be used to sort through a short list of bids. This is all routme and 

does not require a return to elaborate IRPLCP techniques, nor should it be 

allowed to slow this solicitation. 

B. Dr. Rosen’s proposed Regulated Proxy bid is not needed. 

What is Dr. Rosen’s second point in support of returning to IRPLCP? 

Dr. Rosen argues that APS needs to develop a bid on a “regulated cost-of-service 

basis.”’7 He refers to this as a “proxy.” I will refer to this as his “Regulated 

Proxy.” 

Do you agree? 

No. Dr. Rosen’s Regulated Proxy bid is not necessary. Cost-plus offers simply 

do not provide the same risk protections and reliability guarantees that are 

standard in pay-for-performance PPAs. Moreover, the costs of a cost-plus 

Id., at page 10 line 19 to page 11 line 19. 
Rosen Direct, at page 8 line 23. 

16 

17 

13 
BOSTON PACIFIC COMPANY, mc. 



1 

2 

regulated asset are oRen understated and never guaranteed. This makes a cost- 

plus offer difficult to compare, and more importantly, simply inferior. 

4 Q. 

5 A. 

6 

7 

8 

9 

10 

11 

12 Q. 

13 

14 A. 

15 

16 

17 

18 

19 

20 

21 

22 

23 Q. 

Do you think the Commission would agree? 

Yes. For the future, the old-line, cost-plus way is “out” and pay-per-performance 

PPAs are “in” because they offer a better deal to consumers in terms of price, risk 

and reliability. I see the Track A Order endorsing this with its requirement that 

APS competitively procure capacity and energy that it cannot produce from its 

existing assets.” Even APS does not propose a procurement for cost-plus 

products. 

Is there a real-world bid that could be used instead of Dr. Rosen’s Regulatory 

Proxy? 

Yes. APS maintained that it is the Affiliate’s Redhawk and new West Phoenix 

units that were built to serve APS’ standard offer load. Bids from these already- 

built plants are the appropriate basis of comparison to other bids; not a 

hypothetical, new cost-plus unit. 

C. Contrary to Dr. Rosen’s assertion, Staff’s three-phased evaluation 

clearly includes a consideration of both transmission and generation 

investment. 

What is Dr. Rosen’s third point in support of going back to IRP/LCP? 

14 
BOSTON PACIFIC COMPANY, WC. 



1 A. His third point is his assertion that Staffs proposal fails to consider both 

2 

3 

4 Q. 

5 A. 

6 

7 

8 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

20 

21 

22 

generation and transmission. 

Is Dr. Rosen right? 

No. Dr. Rosen is wrong to suggest that Staff fails to outline a procedure in which 

both generation and transmission investment are considered. Indeed, the process 

Dr. Rosen outlined for doing this is exactly what Staff is suggesting in its three- 

phase approach. Staff states: 

“The first should be to rank order the bids by price using valuation 
methods that equalize volumetric and or duration differences on a price 
basis . . . Phase Two should, to the extent not determined during pre- 
qualification, evaluate deliverability using the network transmission 
assessment previously provided to the Staff and the Independent Monitor. 
. . If a bid imposes delivery costs on the utility, the bid price as evaluated 
should be adjusted to reflect those costs and a new rank order established. 
. . During Phase Three all other factors not previously considered are to be 
evaluated. These include evaluations of creditworthiness, experience and 
proposed exceptions to model contract terms and/or  condition^."^^ 

Clearly, Phase Two is an assessment of transmission expansion costs, if any, with 

the generation bids. 

23 

Decision No. 65 154, Docket No. E-00000A-02-005 1, at Finding Of Fact 36, (September 10,2002). 
Rosen Direct, at page 22 line 13 to 17. *’ Staff Report on Track B: Competitive Solicitation, Docket No. E00000A-02-0051, at page 23 line 5 to 

25, (October 25,2002). 
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5 Q. 

6 A. 
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10 

11 
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13 
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15 

16 
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21 

I SHARE SEVERAL CONCERNS OVER APS’ ESTIMATION OF UNMET 

NEEDS WITH HARQUAHALA GENERATING COMPANY, LLC’S 

WITNESS, TOM BRODERICK. 

Can you please explain the areas in which you agree with Mr. Broderick? 

Yes, there are five areas. First, I agree with Mr. Broderick that APS’ forecasts 

reflect “a persistent under forecasting as opposed to frequent alternating back and 

forth in accuracy.’31 As stated in my Direct Testimony, if APS’ under forecasting 

leads to greater expense or lower reliability for its ratepayers, APS should be 

subject to a finding of imprudence. In addition, when an under forecast is 

discovered the additional capacity and energy must be competitively procured 

under the Track A Order. 

Second, I argue that APS has significantly underestimated its m e t  energy needs. 

Mr. Broderick offers supporting evidence that, when APS was intending to 

purchase from Pinnacle West, it reduced the generation of APS’ older gas and oil 

units?2 In addition, he found that APS’ planned purchases from Pinnacle West 

were substantially higher than its unmet needs  calculation^.^^ Similarly, my 

testimony discusses the difference between the power APS would have procured 

from its Affiliate PPA versus its current estimate of unmet needs. 

’’ Direct Testimony of Thomas Broderick, Docket No. E00000A-02-05 1, at page 9 lines 4 to 5, 
(November 12,2002) (“Broderick Direct”). 

2 3  Id., at page 12 line 16 to page 13 line 4. 
Broderick Testimony, at page 11 line 19 to page 12 line 15. 22 
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VI. 

Q. 

A. 

Third, I agree with Mr. Broderick’s point that RMR generation should be 

eliminated from the determination of m e t  needs.24 

Fourth, I share Mr. Broderick’s concern over APS’ economy energy proposal, and 

like him, believe that it will unnecessarily subject consumers to the risks of a 

volatile spot market?’ 

Finally, I agree that Staff should require that APS calculate unmet needs based on 

the energy and capacity that “cannot be economically supplied from generation 

assets already included in the utility’s rate base.”26 This, of course, increases 

unmet energy needs, but also, as Mr. Broderick suggests, may justify retirement 

of APS’ older oil and gas units. This, in turn, would increase APS’ unmet 

capacity needs. 

RECOMMENDATIONS 

What are your recommendations based on your Testimony? 

I have two recommendations with respect to APS. First, I recommend that the 

Commission provide support for a detailed review of APS’ proposed Code of 

Conduct. At a minimum, the Commission should require that (a) APS exclude its 

Afiliate from any participation in conducting the solicitation; and @) APS treat 

24 Id., at page 16 line 23 to page 17 line 7. 
2 5  Id., at page 19 lines 23 to 25. 
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9 Q. 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 Q. 

22 A. 

23 

all Merchants comparably at all times and on all transactions including, but not 

limited to, test energy and the allocation of Full Requirements natural gas. The 

Commission should also require APS to redefine the terms “Arm’s Length,” 

“Shared Services,” and “Extraordinary Circumstances.” 

Second, I recommend that the Commission reject Mr. Wheeler’s suggestion that 

APS be provided with Staffs price to beat. 

Do you have additional recommendations? 

Yes. I have two others. 

I also recommend that the Commission consider its review of the solicitation 

process and the resulting contracts as representing a prudence review if approved 

by the independent monitor. 

Finally, I recommend that the Commission reject Dr. Rosen’s proposal that we go 

back to an Integrated Resource PlanningLeast Cost Planning framework. This is 

unnecessary because Staffs solicitation process is clearly focused on getting the 

best deal for the consumer. 

Does this conclude your Testimony? 

Yes. 

2 6  Broderick Direct, at page 26 lines 23 to 24. 
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DIRECT TESTIMONY OF CURTIS L. KEBLER 
DOCKET NO. E-00000A-02-005 1 et al. 
PAGE 1 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND 

OCCUPATION. 

My name is Curtis L. Kebler. My business address is 8996 Etiwanda Avenue, 

Rancho Cucamonga, California 91739-9662. I am Director, Asset 

Commercialization, West Region for Reliant Resources, Inc. (“Reliant”). 

PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND 

EXPERIENCE. 

A summary of my professional qualifications and experience is included in the 

Statement of Qualifications attached as Appendix A to my testimony. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE ARIZONA 

CORPORATION COMMISSION? 

I offered testimony on behalf of Reliant Resources, Inc. in the Arizona Public 

Service Company (“APS”) Request for Variance matter and in the Track A 

matter, both of which are a part of this consolidated Docket. 

I. SUMMARY OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN TRACK B? 

First, Reliant thanks Staff and all the parties to Track B for their efforts and 

participation in the various workshops conducted to establish a competitive 

solicitation process for the initial solicitation to be conducted in March of 

2003. Staff is to be commended for the StaflReport on Track B: Competitive 

Solicitation issued October 25, 2002 (“Staff Report”). My testimony focuses 

on areas where Reliant believes the general competitive solicitation process 

outlined in the Staff Report and the specific processes outlined by Arizona 
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Public Service CompGy (“APS”) and Tucson Electric Power Company 

(“TEP”) should be modified for the initial competitive solicitation to be 

conducted next year. 

In particular’ I will discuss: 

1. Why it is inappropriate for both APS and TEP to rely exclusively on 

a Request For Proposal (“RFP’’) process, without use of an auction 

process during the initial solicitation; 

2. Why prompt Commission prudence evaluation of awarded contracts 

is important to provide the level of regulatory certainty needed to 

allow the competitive solicitation process to minimize costs and 

maximize economic efficiency; 

3. Why the “price to beat” concept is unnecessary where the utility 

adequately defkes the product to be solicited and is uhworkable 

where the product is not defined; 

4. Why the Affiliated Code of Conduct needs some additional 

clarification; and 

5. Why the utility’s dispatch methodology, the structure and proposed 

treatment of ancillary seryices in the solicitation process, and the 

treatment of Reliability Must Run (RMR) all raise additional 

concerns 

I have also included an edited redline version of that portion of the StaE Report 

dealing with the description of the Texas competitive electricity market @age 

49) to correct certain factual misstatements. Finally, Reliant agrees with the 

Staff Report’s assessment that it is not necessary to discuss or resolve Least 
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Cost Planning, Demand Side Management and Environmental Risk Mitigation 

in this proceeding. 

II. A SIGNIFICANT PORTION OF THE UNMET NEEDS SHOULD 
BE ACOUIRED THROUGH AUCTION 

Q. 

A. 

THE DIRECT TESTIMONY OF BOTH APS AND TEP INDICATE THAT 

THEY INTEND TO INITIALLY RELY EXCLUSrVELY ON RFPS TO 

SOLICIT BIDS. DOES RELIANT SUPPORT THE USE OF RFPS AS THE 

EXCLUSIVE INITIAL SOLICITATION PROCEDURE? 

No. While Reliant recognizes the RFP solicitation process is an appropriate 

method for securing a portion of the unmet needs of APS and TEP, Reliant 

supports the use of an auction process to secure a significant portion (at least a 

third) of those m e t  needs in the initial solicitation, as well as for economy 

and short-term energy purchases. Reliant believes an auction process achieves 

staffs goal of a transparent process that results in cost savings for ratepayers.’ 

An auction process can be readily developed that is equitable and auditable, yet 

flexible and is easily understood by all participants.2 Auctions are particularly 

well suited for soliciting products that are easily standardized or are already 

part of a liquid wholesale market. The types of products described by both 

APS and TEP, such as the 25 M W  blocks of capacity and capacity with 

minimum energy purchases during specific time periods, the call options, and 

the economy and short-term energy purchases as described by Mr. Carlson on 

behalf of APS, are the types of products that can be readily standardized. 

c 

Staff Report at p. 1 , I .  4. 

Criteria established by Staff for an acceptable competitive solicitation process in the Staff Report 
at p. 1,ll. 8-14. 

1 

2 
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Q- 

A. 

PLEASE FURTHER EXPLAIN WHY AN AUCTION SHOULD BE 

UTILIZED FOR A SIGNIFICANT PORTION OF THE COMPETITIVE 

SOLICITATION. 

First, a properly devised auction will accomplish the goals I mentioned above 

and discussed at pages 1 and 3 of the SWReport, including the facilitation of 

an open, transparent, and fair solicitation. Second, suppliers wil l  typically 

compete on price. All other facets of the product will be determined by a 

standard contract. This will provide the Commission and Staff greater ease in 

determining the prudency and reasonableness of the contracts. In turn, 

Arizona’s consumers can be assured that the prices are efficient and the lowest 

available for those products. Finally, the auction provides Staff an indicator of 

what actual market prices exist at the time of the solicitation. This is possible 

because the suppliers are only competing on one variable. By way of contrast, 

a less-standard RFP product can result in many subjective and deal-specific 

criteria that may make it difficdt to compare options. With an auction, all of 

that subjective measurement is standardized and consolidated with only price 

changing among and between the various participants. This transparency 

should further ease the Commission’s prudency review of the competitive 

solicitation products and provide the Commission and Staff a potential 

benchmark for determining the prudency of non-standard solicitation products. 

Finally, it is important that the auction process be utilized in this initial 

solicitation to allow the Commission to examine the pros and cons of the 

auction process against the RFP process. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

DID APS PROPOSE’ USING AN AUCTION PROCESS IN THEIR 

NOVEMBER 4,2002 FILING IN THIS DOCKET? 

No, but APS witness Thomas Carlson did suggest an auction process similar to 

the proposal APS made in their July 1, 2002 filing was actively being 

considered for a solicitation in 2004. 

COULD APS UTILIZE AN AUCTION PROCESS FOR THEIR FIRST 

SOLICITATION? 

Reliant believes APS could very easily use an auction process for a sigmficant 

portion of their initial solicitation. This is particularly evident when one 

considers the standard nature of the products for which A P S  is proposing to 

solicit contracts. Each of these products-capacity, capacity plus energy, and 

physical call options-are very good candidates for a standard auction process. 

As both the Commission and Staff have mentioned in previous hearings and 

workshops, there is a surplus of wholesale generation available in Arizona’s 

market today. An open, transparent, and fair solicitation promotes the 

utilization of this surplus wholesale generation for the benefit of Arizona’s 

- 

consumers. By allowing firms to compete head-to-head as suppliers of these 

products, the Commission can rest assured that the results will represent the 

best possible price for consumers. 

APS CLAIMS THERE IS INSUFFICIENT TIkk  TO INSTITUTE 

AUCTION PROCESS FOR THIS FIRST SOLICITATION. DO YOU 

AGREE? 

No. APS’ testimony stated that the short time frame for the solicitation does 

not allow for the development of the appropriate software and controls for an 
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automated auction. However, there are alternatives available that can 

accomplish the same results. As an example, a manual process with sealed 

bids submitted and posted in an open meeting can be immediately used. Other 

auction styles are available that can result in very similar outcomes. An open 

auction has an advantage over the RFP process since there is no additional 

negotiation. For example, in a RFP process with unit-backed capacity many 

substantive contract terms beyond price still must be negotiated after the initial 

selection. These include scheduling rights, maintenance schedules, availability 

guarantees, heat rate guarantees, and capacity guarantees, just to name a few. 

Not only can it take weeks or even months to resolve these issues, the ultimate 

resolution can change the cost and value of the product to Arizona’s 

consumers. An auction process avoids these difkiculties by standardizing a 

portion of the requirements up front, just as APS has suggested doing on a 

short-term basis, and thereby ensures Arizona’s consumers receive the truly 

competitively priced product. 

Q. 

A. 

WOULD AN OPEN, TRANSPARENT, AND FAIR AUCTION BE 

APPROPRIATE FOR APS’ PROPOSED ECONOMY AND SHORT-TERM 

ENERGY PURCHASES? 

Yes. The development of a simple but transparent auction for APS’ proposed 

economy and short-term energy purchases has severd benefits. First, an open 

and transparent process ensures that competition determines an efficient price 

for the product solicited. Secondly, the efficient pricing outcome should assist 

both the Commission and APS in any prudency review of the proposed 

economy energy purchases. A P S  would have the assurance that it was 
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procuring the most efficient price available from the market. Finally, an open, 

transparent, and fair auction for economy and short-term energy purchases will 

mitigate concerns regarding the dispatch of utility affiliate generating assets 

over other regional suppliers that I discuss later in my testimony. 

Q. PLEASE DESCRIBE A METHOD BY WHICH APS MIGHT USE AN 

AUCTION FOR ECONOMY AND SHORT-TERM ENERGY PURCHASES? 

A. A relatively simple method would utilize a “bid stack” for the supply of day- 

ahead, month-ahead, or 45-day-ahead economy energy purchases. The utility 

could utilize a standard contract for the product it wishes to procure through 

economy energy. The utility would then accept sealed or electronic bids. Bids 

received would be reviewed by utiliiy staff members certified as not having 

contact with persons involved in the bid development of the utility affiliate, 

except for the submission of the bid. The use of a standard contract allows 

suppliers to bid only just one variable: price. Thus, the bids are stacked and 

ranked by price, with the lowest bids selected, in merit order, to supply the 

economy energy needs of the utility. 

Q. WOULD THE INDEPENDENT MONITOR NEED TO BE INVOLVED IN 

EVERY TRANSACTION WHERE APS PROCURES ECONOMY OR 

SHORT-TERM ENERGY? 
< 

A. Not necessarily. Once an open, transparent, and fair auction process is in 

place, where only price determines the winner, any improper behavior should 

be readily identifiable. Therefore, the Independent Monitor’s function can be 

limited to periodic review. 
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Q. DID TEP PROPOSE A$l AUCTION PROCESS IN THEIR NOVEMBER 4, 

2002 FILING IN THIS DOCKET? 

A. No. According to the testimony of David Hutchens, TEP will use a RFP to 

procure fixed price firm on-peak energy, fured price firm super-peak energy, 

index-priced unit contingent capacity and energy, and non-spin ancillary 

service capacity. For the same reasons discussed above, TEP could utilize an 

auction process for their first solicitation. 

Q. ARE YOU SUGGESTING THAT A P S  AND TEP RELY SOLELY ON AN 

AUCTION PROCESS TO PROCURE THEIR UNMET NEEDS? 

A. Not necessarily. A significant portion of the utilities’ m e t  needs should be 

obtained through an auction process. To the extent that the utilities in Arizona 

need products that are easily standardized or are already part of a liquid 

wholesale generation market, an auction is a reasonable method of obtaining 

the product through robust competition. If the utility is in need of a specialized 

product, especially one that cannot be standardized, then it is appropriate to 
- 

look to other methods of procurement, such as a RFP. Ultimately, the 

Commission should expect that a balanced utility portfolio will reflect multiple 

product types procured through the most appropriate means for those products. 

/ / /  

/ / /  

/ / /  

/ / /  
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III. THE COMMISSION SHOULD PROVIDE PROMPT PRUDENCY 
REVIEW 

Q. UNDER STAFF’S PROPOSAL, DOES THE C O M S S I O N  HAVE A ROLE 

IN THE APPROVAL OF THE CONTRACTS SIGNED AS A RESULT OF 

THE COMPETITIVE SOLICITATION? 

A. Yes. However, under Staffs proposal the timing of the Commission’s review, 

both as to the manner in which the solicitations were conducted and the 

appropriateness of the power supplies purchased, is totally di~cretionary.~ The 

undetermined timeline in the prudency review creates significant and 

unnecessary risk for the utility, the suppliers, and Arizona’s consumers. 

Q. DESCRIBE THE UNCERTAINTY CREATED BY THE UNDETERMINED 

TIMELINE FOR PRUDENCY REVIEW. 

A. Without a definitive schedule for determining the prudence of the wholesale 

suppliers’ contracts: 1) utilities will not know whether they can recover the 

costs of the suppliers’ contract; 2) utilities are likely to include “regulatory out” 

clauses in their competitive solicitation contracts; taking away the parties’ 

certainty regarding the contract, including the term thereof; and 3) ultimately, 

these uncertainties are translated into higher solicitation prices borne by 

Arizona’s utilities and greater risks for Arizona’s consumers. Suppliers’ bids 

are impacted when the review and approval of contracts is lengthy. Providing 

the parties involved in the competitive solicitation with certainty of the 
< 

Report at p- 4’1. 26 through p. 5 , l .  2. Staff does suggest that the Commission should “review the 
contracts entered into as a result of the solicitation at such time as the utility seeks to recover the 
associated costs from customers”. Staff Report at p. 36, Il. 20-22. As discussed in my testimony, 
such a delay in obtaining Commission prudency review increases costs and is unnecessary. 

3 
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outcome in a timely m&er will assure the most efficient outcome and the best 

possible prices for Arizona’s consumers. 

Q. 
A. 

Q. 

A. 

HOW CAN THIS UNCERTAINTY BE MITIGATED? 

The Commission and Staff can mitigate the uncertainty by determining the 

prudency of any competitive solicitation product within a time fi-ame 

dependent on the solicitation method being used by the utility. Where the 

Independent Monitor finds an auction process is transparent and fairly 

conducted, Staffs certification of the results as reasonable and prudent and the 

Commission acceptance or rejection of Staffs certification should be 

completed within five (5 )  business days. Where the Independent Monitor 

makes the same findings for any Request for Proposal (“RFP”) process, Staffs 

certification of the result as reasonable and prudent and the Commission 

acceptance or rejection of S W s  certification should be completed within 

thrty (30) days, recognizing the potential for non-standard contracts in a RFP 

solicitation. 

DOES THE PARTICIPATION OF AN INDEPENDENT MONITOR 

PROVIDE ADDITIONAL CERTAINTY TO AN OPEN, TRANSPARENT, 

AND FAIR OUTCOME? 

Yes. The participation of the Independent Monitor and its role as described in 

the Staff Report enhances the Commission’s ability io determine the prudency 

of the competitive solicitation contracts in a timely manner. Staff has done a 

commendable job in augmenting the role of the Independent Monitor to ensure 

an open, transparent, and fair outcome. Certainty in the outcome is further 

provided by the Independent Monitor’s ability to petition the Commission for 
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suspension or termination of a solicitation, which it deems to be flawed and the 

Commission’s ability to order such changes as it deems necessary to promote 

effectiveness, reasonableness and fairness4 at any point in the solicitation 

process. 

IV. THE “PRICE TO BEAT” IS UNNECESSARY FOR 
STANDARDIZED PRODUCTS (THE SUBJECT OF MOST 

STANDARDIZED PRODUCTS WSUALLY SECURED 
THROUGH RFPS) 

AUCTIONS) AND PROBABLY UNWORKABLE FOR NON- 

Q. 

A. 

Q. 

A. 

WHAT IS THE PURPOSE OF THE “PRICE TO BEAT” ACCORDING TO 

THE STAFF REPORT? 

Staff developed the price to beat concept “to provide certainty of Staff support 

for cost recovery as an alternative to an expedited review pro~ess.”~ 

SHOULD THE “PRICE TO BEAT’ AS PROPOSED IN THE STAFF 

REPORT PROVIDE ANY CAUSE FOR CONCERN? 

Yes. As proposed, the price to beat could artificially cap the market price 

based upon forecasts regardless of whether they reflect actual market 

conditions or the characteristics inherent in the products available through 

competitive solicitation. The use of a price to beat creates a time lag for any 

potential change in the market from the time of the price forecast to the time of 

the ultimate procurement. These changes could signficantly alter the outcome 

Staff Report at p. 12, ll. 5-9. As a result, the Staffs Report provision for post-solicitation 
remedies after notice and hearing, such as disallowing the recovery of cost of power incurred 
pursuant to contracts entered as a result of an inequitable solicitation (SMReport at p. 12,ll. 10- 
16) is unnecessary. 

4 

Staf€Report at p. 35,11. 22-27 5 
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of the solicitation compared to Staffs expectations. These changes could, in 

the eyes of Staff, create an “unsuccessful” solicitation despite the fact that the 

outcome is representative of current market conditions. 

Q. 

A. 

Q. 

A. 

WHAT OTHER DIFFICULTIES DOES THE USE OF A “PRICE TO BEAT” 

CREATE? 

Determining the price to beat is administratively difficult. The Staff Report 

states that Staff and Independent Monitor will establish a price to beat for 

“each product solicited for each utility.”‘ Based upon the proposals of APS 

and TEP, this will mean the determination of at least 6 different prices to beat; 

this number can be further multiplied by however many different term lengths 

are included in the procurements. The task of determining multiple prices to 

beat is not only onerous, but is further complicated by the difFiculty in 

comparing the price to beat for the procurement of any non-standard product. 

There is no clear method of comparing a non-standard product to a price 

forecast. 

CAN EFFICIENT PRICES BE PROVIDED TO CONSUMERS WITHOUT A 

“PRICE TO BEAT”? 

Yes. By focusing on a transparent solicitation process, whether an auction for 

standard products or properly designed RFPs for non-standard products, the 

Commission and Staff can be assured that the sblicitation outcome itself 

represents an efficient price under current market conditions and should 

provide the lowest price to Arizona’s consumers for the products solicited. 

Staf€Report at p. 24,ll. 27-28. 6 
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ARE THERE OTHER REASONS STAFF SHOULD FEEL COMFORTABLE 

WITH THE OUTCOME OF A COMPETITIVE SOLICITATION WITHOUT 

USING A “PRICE TO BEAT”? 

Yes. As I mentioned previously, the Independent Monitor plays a sigrufcant 

role throughout the procurement process to ensure that whatever solicitation 

process is implemented creates an open, transparent, and fair solicitation to 

supply the utilities’ m e t  needs. Certainty provided by the Independent 

Monitor’s participation, combined with the Commission’s prompt prudency 

review, renders a price to beat unnecessary. 

V. AN AFFILIATE CODE OF CONDUCT NEEDS TO PROTECT 
AGAINST AFFILIATE CONTACT THROUGHOUT THE 

TERM ENERGY TRANSACTIONS 
SOLICITATION DEVELOPMENT PROCESS AND n\3 SHORT- 

DOES RELIANT BELIEVE AN AFFILIATE CODE OF CONDUCT IS 

NECESSARY FOR THE COMPETITIVE SOLICITATION? 

Yes. To the extent an m a t e  of any Arizona utility wants to participate in the 

utility’s competitive solicitation, including economy and short-term energy 

transactions, clearly defined firewalls should be in place to protect the 

competitive process. As I have mentioned previously, a transparent and fair 

process that leads to an efficient market outcome is in the best interest of 

Arizona’s consumers. 
* 
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Q- 

A. 

/ I /  

l I l  

DOES RELIANT “E ANY SUGGESTIONS TO STRENGTHEN THE 

CODE OF CONDUCT AS CURRENTLY PROPOSED? 

Yes. The Staff Report provides a workable template for a Code of Conduct in 

the competitive solicitation. Reliant suggests that additional consideration be 

given to the exposure and role of utility employees who work on its 

procurement. The deadline of January 1, 2003 for the utility to establish its 

“procurement team” suggested in the Staff Report ignores the substantial work 

that is already being performed by the utilities employees in preparation of the 

solicitation. Reliant submits that the Code of Conduct must require the utility 

demonstrate that those who worked on the procurement, including its 

development, execution, and review, did not have any improper contact with 

any utility affiliate that is participating in the competitive solicitation. 

Members of the procurement team should be required to attest that they have 

no knowledge of the products or offers of any affiliate participating in the 

competitive solicitation. This will,provide greater assurance to all participants 

that no party has an unfair advantage throughout the solicitation. As discussed 

later, Reliant is also concerned that short term energy purchases could be 

conducted to favor an affiliate. The Code of Conduct must insure that the bid 

stack, dispatch and procurement decisions are made on a non-discriminatory 

basis and that the affiliate’s employees are not provided access to information 

or decision makers that would provide the a m a t e  an unfair competitive 

advantage to the affiliate. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

VI. OTHER TROUBLESOME ASPECTS OF APS’ PROPOSAL 

YOU PREVIOUSLY DISCUSSED THE LACK OF AN AUCTION PROCESS 

IN APS’ SOLICITATION PROPOSAL. ARE THERE OTHER ASPECTS OF 

APS’  PROPOSAL THAT CONCERN YOU? 

Yes. The utility’s dispatch methodology, the structure and proposed treatment 

of ancillary services in the solicitation process, and the treatment of Reliability 

Must Run (RMR) all raise additional concerns. 

DESCRIBE YOUR CONCERN REGARDING APS’ DISPATCH 

METHODOLOGY. 

APS’ reliance on economy and short-term energy purchases brings into 

question how it plans to dispatch the assets under its control and those 

available to A P S  from the market. It is in the best interest of ,Arizona’s 

consumers that the dispatch of energy be done on a non-discriminatory 

economic basis. APS has not specified whether A P S  or one of its affiliates will 

be making the dispatch decisions in APS’  control area. Reliant submits that the 

Commission should ensure that until a Regional Transmission Organization 

(“RTO”) is in place, an afliliate of A P S  is not the control area operator and that 

all dispatched units be treated in a non-discriminatory manner 

DESCRIBE YOUR CONCERN REGARDING THE LACK OF AN 

ANCILLARY SERVICES MARKET IN APS’ PROPOSAL. 
I 

The Staff Report states “bidders will provide all ancillary services required to 

support their bids.”’ APS’  proposal does not mention this provision or how it 

StaffReport at p. 16,l. 8. 7 
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plans to address it. Arizona’s current market structure does not provide for a 

competitive ancillary services market. Furthermore, many standard products 

do not include ancillary services in addition to the standard product. 

Ultimately, ancillary services would need to become an unbundled control area 

product to create a market for these services. Otherwise, the suppliers in the 

region must rely on the control area operator for ancillary services. While 

Reliant strongly supports the development of a competitive ancillary services 

market, it is premature for Staff to expect suppliers to provide “all ancillary 

services required to support their bid” when no market for such services 

currently exists. 

Q. DESCRIBE YOUR CONCERNS REGARDING THE TREATMENT OF 

RMR UNITS AND FORECASTS. 

Reliant has two concerns regarding the status of RMR in this proceeding. A. 

First, based upon the testimony of Peter Ewen, APS will not be able to provide 

a determination of RMR hours &til well after a decision in the Track B 

process is rendered. This means that the actual amount of capacity and energy 

available for procurement will not be known until after the Commission has 

made a decision in this proceeding. To resolve this uncertainty, A P S  should be 

required to provide an estimate of its RMR hours in this proceeding and be 

required to justifir any changes it later proposes for the actual solicitation. . 

Q. WHAT IS YOUR SECOND CONCERN REGARDING THE TREATMENT 

OF RMR IN APS’ PROPOSAL,? 

The testimony of Thomas Carlson states that capacity or energy for RMR not 

supplied by APS could be solicited separately from the original unmet needs 

A. 
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solicitation. It may be’less expensive for a unit that is already supplying 

capacity and energy to provide the RMR services as long as they meet all the 

technical requirements. By removing this element from the standardized 

solicitation proposal, APS is ignoring an option to provide less expensive 

services fiom a competitive supplier for the benefit of Arizona’s consumers. 

Q. 

A. 

Q. 

A. 

VII. DETERMINATION OF UNMET NEEDS 

DOES RELIANT HAVE A POSITION REGARDING THE AMOUNT OF 
UNMET NEEDS INCLUDED IN THE UTILITIES, INITIAL COMPETITIVE 

WHOLESALE GENERATION SOLICITATION? 

Reliant has not, at this time, undertaken an independent analysis of the level of 

m e t  needs quantified by APS and TEP in their November 4,2002 filings, in 

this Track B proceeding. It is Reliant’s understanding that the direct testimony 

of other parties to this proceeding will address the amount of m e t  needs 

included in the utilities’ initial competitive wholesale generation solicitations. 

Reliant reserves its right t o  corn-ent on the utilities amount of m e t  needs 

subject to competitive wholesale generation solicitation after reviewing the 

parties’ testimony submitted on November 12,2002. 

VIII. TECHNICAL CORRECTIONS TO TEE STAFF REPORT’S 
DESCRIPTION OF THE TEXAS RESTRUCTURING PROCESS 

DO YOU PROPOSE ANY TECHNICAL C W G E S  TO THE STAFF 

REPORT? 

Yes. Appendix B contains an edited redline version of that portion of the Staff 

Report dealing with the description of the Texas restructuring process. 
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Appendix B c l d i e s  &d corrects certain factual information about that 

process. 

Q- 

A. 

Q. 
A. 

IX. CONCLUSION 

PLEASE SUMMARIZE RELIANT’S CONCLUSIONS AND 

RECOMMENDATIONS FOR THE INITIAL COMPETITIVE 

SOLICITATION. 

Reliant believes the utilities should utilize an open and transparent process to 

ensure a fair solicitation that results in a balanced portfolio served by efficient 

market-based results. The Commission should urge the utilities to use an 

auction process for a sigT11-ficant portion of their solicitation where standard 

products are being procured. For the initial solicitation, Reliant recommends 

not less than a third of the m e t  needs be acquired through an auction process. 

Furthermore, the Commission must recognize the importance of certainty and 

timeliness in the approval process of the competitive solicitation award 

contracts. By applying the recommendations included in this testimony, the 

Commission can facilitate a robust wholesale electricity market in Arizona that 

provides the benefits of competition the state’s electricity consumers. 

DOES THIS CONCLUDE YOUR DLRECT TESTIMONY? 

Yes. 
< 
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APPENDIX A 

STATEMENT OF QUALIFICATIONS 

Curtis Kebler is Director, Asset Commercialization West Region for Reliant 

Resources, Inc. Reliant is a competitive provider of electricity and energy services to 

wholesale and retail customers in the U.S. and Western Europe. Mr. Kebler is 

responsible for representing Reliant’s commercial interests on a broad range of 

technical and policy issues before various regulatory, legislative, and industry 

organizations in the Western U.S. He coordinates and implements the company’s 

policies relating to restructured western region electricity markets and Regional 

Transmission Organizations, and oversees the performance of research and analysis 

and the development of studies and reports on western energy markets. 

Mr. Kebler has more than 15 years experience in the energy industry and has broad 

knowledge of the structure, operation and performance of California’s natural gas and 

electric power markets. From 1985 to 1997, Mr. Kebler worked for, Southern 

California Edison Company in a variety of positions and was actively involved in the 

restructuring of California’s natural gas industry and following that the restructuring 

of the state’s electricity industry. From 1997 to 1999, Mr. Kebler worked for the 

California Power Exchange and was actively involved in all aspects of the start-up 

and initial operation of that corporation. 

- 

Mr. Kebler has a Bachelor of Science degree in nuclear engineering from the 

University of California. He is a member of the Board of Directors of the 

Independent Energy Producers Association and the Western Power Trading Forum 

and serves as Reliant’s representative on numerous industry associations and 
committees. 

< 

1755\4\Track B Hearing\TestimonyKebler Direct.ll12.02(Final) 
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APPENDIX B 

Texas 

Background 

Restructuring legislation was enacted in 1999 in Texas 
. .  . .  

.-lm 
Ll IW mdwstyallowing retail c o m p e t i t i o n d  to 

begin by January 2002. Under retail competition in Texas, default service for 

residential and small commercial consumers. (“Price to Beat” or “PTB” service) and 

Provider of Last Resort C‘POLR’) service are two separate services provided by 

separate Retail Electric Providers (“REPS”). PTB service is provided bv the affiliate 

of the incumbent utility - the Miliated Retail Electric Provider (*‘AREP”) - for 

customers who elect PTB service or those customers who have had their service 

disconnected due to non-payment. The provider of POLR service is chosen via a 

competitive bid process or lottery POLR service is intended primarily as a temporary 

service for those customers whose REP has exited the market. 

Texas retail electricity Rates were= fiozen from 1999 to the end of 2001+&+yea3, 

and then a 6 percent reduction v+&-is-?w-required for PTB 

amwxwkkonsumers. This “price to beat!! remains for five years after 
retail competition beszins and may be ad-iusted up to twice a year to reflect si.aificant 

changes in the market price of natural gas and purchased ener.gy to serve retail 
. . . .  

c u s t o m e r s . 1  of . .  . 

AREP can provide competitive service to residential and small commercial customers 

the earlier of January 2005 or when it loses 40 percent of residential and/or small 

commercial customers to other REPS. 

Utilities were required to m&-unbundle into 3 separate categories-- 

e generation, tihedistribution and transmission, and 

the retail electric provider - using separate companies or affiliate companies. Power 
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.. . 
generation companies are limited to owning and controlling not mor 

than 20 percent of installed generation capacity located in or capable of de1iverin.g to Iff I 
their region (ERCOT). 

T T r  
v u  

+A r. L U  v 

nn ,- 
vu L X  v 

w- 1-  2091- 

During 2001, generation affiliates of the utilities in Texas began the process of 

auctioning part of their generating capacity as described below. T h ~  

Wholesale solicitation 

As part of the restructuring of the Texas electricity market, generation affiliates of the 

utilities in Texas are required to a e q e k  sell at auction entitlements to at least 15% of 

their installed generation capacity until the AREP loses 40% of their residential and 

small commercial consumers to competitive REPS or 2007. whichever occurs first 

3. The pumose of the auction is to promote 

competitiveness in the wholesale market throu2h increased availability of generation 

and increased liquidity The AREP is not allowed to purchase capacity in this auction 
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Q. 

A. 

Q. 

A. 

I. 

Q- 

A. 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND 

OCCUPATION. 

My name is Curtis L. Kebler. My business address is 8996 Etiwanda Avenue, 

Rancho CucamQnga, California 91739-9662. I am Director, Asset 

Commercialization, West Region for Reliant Resources, Inc. (“Reliant”). 

ARE YOU THE SaME CURTIS L. KEBLER THaT OFFERED DIRECT 

TESTIMONY IN THIS DOCKET ON NOVEMBER 12,2002? 

Yes. 

SUMMARY OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY JN 

TRACK B? 

I will be responding to the testimony from Mi. Wheeler of Arizona Public 

Service Company (“APS”),  Mi. Hutchens of Tucson Electric Power Company 

(“TEP”), Dr. Rosen for Residential Utility Consumer Office (“RUCO’)), Mr. E. 

Douglas Mitchell of Sempra Energy Resources (“Sempra”) and Dr. Roach for 

Panda Gila River, L.P. (“Panda”) as it pertains to the following: 

1. Commission approval of the Track B procurement and assurance of 

cost recovery; 

2. The “price to beat;” 

3. Refinement of the role of Staff and the hdependent Monitor; and 

4. The regional and integrated resource evaluation methodologies 

suggested by RUCO and Sempra. 

I will also briefly address the revised Code of Conduct filed by A P S  on 

November 12,2002. 
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II. 

Q- 

A. 

m. 

Q- 

A. 

COlktMISSION REIkEW AND APPROVAL OF TEE SELECTED 
CONTRACTS 

DO YOU AGREE WITH THE CONCERN EXPRESSED BY MR. 

WHEELER AND MR. HUTCHENS REGARDING THE ABSENCE OF 

PROMPT ARIZONA CORPORATION COMMISSION (“COMMISSION”) 

ACCEPTANCE OF THE RESULTS OF THE POWER PROCUREMENT 

PROCESS? 

Yes. Both Mi-. Wheeler’ and Mr. Hutchens* express the same concern set forth 

in my direct testimony - the lack of timely Commission approval of the 

contracts selected through the solicitation process injects an unnecessary 

element of regulatory risk into the economic transaction that will be reflected 

in increased costs. Mi. Wheeler correctly observes that the structure of the 

solicitation and the oversight of Staff and the Independent Monitor, provides a 

high degree of confidence that the stated goals have been achieved in an 

equitable and prudent manner and should permit the Commission to promptly 

approve the selection decision. 

THE “PRICE TO BEAT” IS UNNECESSARY 

DO ANY OF THE OTHER WITNESSES E)(SRESS CONCERNS 

REGARDING THE “PRICE TO BEAT” ADVOCATED BY STAFF? 

Both Mi-. Wheeler and Dr. Rosen express concern regarding the practical 

difficulties Staff will face in establishing the price to beat: while Mr. Hutchens 

states that the price to beat may deter long-tern contracts by requiring an 

Wheeler, Direct at pages 4-7. 
Hutchens, Direct at pages 10-1 1. 
Wheeler, Direct at page 4, lines 12-16, page 9, lines 1-11; Dr. Rosen, Direct at page 14, 
lines 12-20. 
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additional discount to &e price to beat.4 My direct testimony explains how the 

price to beat contributes to the uncertainty of the entire process and that the 

methodology for its development and application is unknown and not 

understood. Therefore, use of a price to beat in the evaluation process only 

confuses the prudence issue due to the difficulty in making accurate 

comparisons of all the varying products and the timeliness of its development 

and its ultimate application. 

When the solicitation is structured in an open, transparent and equitable 

manner, then the winning bid represents the “price to beat.” There is no need 

for comparison with a hypothetical price to beat because the best price for that 

particulas product available in the market at that particular time has been 

obtained by competitive solicitation. 

Q. IF A “PRICE TO BEAT” IS RETAINED AS PART OF THE 

SOLICITATION PROCESS, DO YOU AGREE WITH MR. WHEELER 

THAT IT SHOULD BE REVEALED ONLY TO THE UTLITY? 

A. No. First, for the reasons stated above and in my direct testimony, Reliant 

believes the price to beat concept is unnecessary. If the price to beat concept is 

adopted by the Commissioa, Reliant urges that it be used only as a reference 

point for evaluating the bids selected by the utility. Therefore, Reliant agrees 

with the Staff Report that it is not necessary to disclose the actual price to beat 

as part of the competitive solicitation process. Reliant does, however, 

recommend Staff be required to disclose the general methodology used to 

Hutchens, Direct at page 9; h e s  8-10. 4 
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determine the price to 6eat in the context of the products subject to competitive 

solicitation. Furthermore, the utility should not be the only party apprised of 

the price to beat as suggested by Mi. Wheeler.’ Whatever is revealed about the 

price to beat should be revealed to all participants. This is the only way to 

ensure a level playing field is maintained for the current, as well as future 

competitive solicitations. 

Q. DOES RELIANT AGREE WITH D R  ROACH’S SUGGESTION AT PAGE 

34 OF HIS TESTIMONY THAT THE INDEPENDENT MONITOR 

SHOULD ANNOUNCE WHETHER HE OR SHE CONCURS WITH APS’ 

PROCESS AND SELECTION OF THE WINNING BIDS AND THAT THE 

COMMTSSION SHOULD GIVE SUCH ANNOUNCEMENT 

CONSIDERABLE WEIGHT IN ITS PRUDENCE REVIEW? 

A. Yes, and Reliaut believes the StafFReport already comports with Dr. Roach’s 

suggestion. The Staff Report requires the utility to submit a detailed report to 

the Commission within two weeks of the selection of winning bids. The 

utility’s report must detail both the process employed to conduct the 

solicitation and explain the basis for selecting the winning bid. The Staff 

Report requires the Independent Monitor to submit two reports. The first 

report is due within 3 days of the selection of Winning bid i d e n m g  the 

winning bids and outlining any deficiencies noted in the solicitation process. 

A second report is due from the Independent Monitor within 14 days of the 

selection of the winning bid. This report must describe the process employed 

by the utility and evaluate the utilities’ conformity with the process 

Wheeler, Direct at page 8, lines 9-10. 5 
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requirements. The report must state if the Independent Monitor finds the 

utility unfairly or erroneously conducted the solicitation and detail the basis for 

the Independent Monitor’s belief that the selection process was flawed. 

Reliant believes the Commission should require the Independent Monitor’s 

reports to contain whatever information the Commission deems necessary to 

aid it in the prompt review of the solicitation. We agree with Dr. Roach that, 

as an opinion of an independent professional selected by Staff’ the Independent 

Monitor’s reports are entitled to considerable weight by the Commission. As I 

stated in my direct testimony, a five-day time frame is appropriate for auctions 

because the standardization of product minimizes the subjectivity involved in 

the final selection process. 

n7. 

Q. 

A. 

BIDDERS MeTST BE ABLE TO IREPORT DIRECTLY TO TBOE 
INDEPENDENT MONITOR 

MR. WHEELER SUGGESTS~ THAT THE STAFF REPORT 

CONTEMPLATES NUMEROUS OPPORTUNITIES FOR THE BIDDERS 

TO ATTEMPT TO NEGOTIATE “AROUND” THE UTILITY TO 

INFLUENCE THE PROCESS OR SUGGEST NEW PROCUREMENT 

PROTOCOLS. DO YOU AGREE WITH THESE CONCERNS? 

No. The Staff Report merely allows any participant in the process to provide 

information to the Independent Monitor. The Independent Monitor determines 

whether the information warrants any action. Bidders should not be prohibited 

from reporting concerns directly to the Independent Monitor, whenever they 

deem such a direct report is appropriate. Reliant does agree that a meeting 

Wheeler, Direct at page 4, lines 18-21. 6 
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should be held with f l  affected parties, including the utility, before the 

Independent Monitor takes any action on a concern reported by a bidder or the 

utility. Reliant further emphasizes that it is better to resolve as many issues as 

possible prior to the release o€ the final bid solicitation material so as to narrow 

the field of open items to be dealt with after the bid. ' 

Q- 

A. 

V. 

Q. 

A. 

DOES THE USE OF AN AUCTION PROCESS ALSO ASSIST IN 

NARROWING THE NUMBER OF OPEN ITEMS TO BE DEALT WITH 

AFTER THIE BID? 

Yes. For standard 

products that are determined to be appropriate for the needs of utilities, an 

auction is a transparent, equitable and neutral method of securing those 

products. By involving Staff and the Independent Monitor ahead of time in the 

product definition it removes the regulatory risk and the associated premium. 

When the auction is concluded and the only variable among the participants 

that has changed is the price, StafF, the Independent Monitor, the Commission 

An auction process alleviates all of these concerns. 

and the ratepayers of Arizona are assured the lowest price for a product agreed 

upon beforehand. 

INTEGRATED RESOURCE PLANNING AND REGIONAL MODELS 

MUST AN INTEGRATED RESOURCE PLAN OR A REGIONAL MODEL 

BE EMPLOYED TO EVALUATE THE IMPACT OF THE CONTRACTS 

SELECTED THROUGH THE CURRENT COMPETITIVE SOLICITATION 

PROCESS? 

No. Reliant believes the methodologies suggested by RUCO and Sempra are 

unnecessary for the current competitive solicitation process scheduled for 
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March of 2003. The Staff Report recognizes that the wholesale competitive 

solicitation process is part of the overall resource planning for the ~tility.~ The 

Staff Report already requires each utility to provide Staff and the Independent 

Monitor its current 10-year load and energy forecast and resource plan. The 

utility must meet with Staff and the Independent Monitor and just@ the 

adequacy of its resources committed to serve expected loads and the reliability 

of the resources planned to serve that load. Based upon the utility’s load and 

energy forecast and its resource plan, the utility must develop a needs 

assessment idenwing specific capacity and energy needs and such other 

services and/or facilities as may be needed over the term of the load forecast. 

The load forecast, resource plan and needs assessment are reviewed with Staff 

and the Independent Monitor. 

The Third Procedural Order recognized that the “utilities’ needs 

assessments and procurement proposals are issues central to the solicitation 

process . . . [and required the parties to present] facts to support such a 

determination . . . prior to the hearing.”* The Administrative Law Judge 

emphasized that the “parties have been participating in workshops on the 

development of a solicitation process since May of this year, and should be on 

notice that such assessments and proposals are required. The provision of data 

supporting a parties’ position on these issues should therefore not be 

problematic.”’ 

Staff Report at page 13, line 24 through page 14, line 17. 
Third P.O. at page 7, lines 17-20. 
Id. at lines 20-23. 

I 

’ 
9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
LAW OFFICES 

M A R T I N E Z  8: CURTIS.P.C. 
2 7 1 2  NORTH 7TH STREET 

P H O E N I X . A Z  85006-1 090 
(602)  248-0372 

REBUTTAL TESTIMONY OF CURTIS L. KEBLER 
DOCKET NO. E-00000A-02-005 1 et al. 
PAGE 8 

The parties have had six months to advocate methodologies in 

workshops. The Commission put the parties on notice in its Track A decision 

that a determination would be made in Track B as to the level of m e t  needs 

for A P S  and TEP to be used in the initial competitive solicitation process. 

Clearly, this proceeding is intended to quanG the m e t  need and the process 

to be used in the initial competitive solicitation. 

VI. 

Q- 

A. 

APS,  TEP, Harquahala Generating Company, L.L.C. (“HGC”) and 

Panda each have presented evidence supporting a specific needs assessment. 

The evidence presented by the parties provides the factual basis for the 

Commission to make a decision for this initial solicitation. 

CODE OF CONDUCT 

DOES THE REVISED CODE OF CONDUCT FILED BY A P S  ON 

NOVEMEBER 12, 2002 ADDRESS THE CONCERN YOU W S E D  IN 

YOUR DLREET TESTIMONY REGARDING DISPATCH FUNCTIONS? 

APS’ revised Code of Conduct appears to permit A P S  to improperly share 

Confidential Information with APS Competitive Electric Affiliates (ie., A P S  

affiliates offering competitive retail or wholesale services), to the extent they 

are providing Shared Services, including “energy risk management” and 

“system dispatch.” In particular, Section IX.C of the revised Code of Conduct 

(whzch generally prohibits the joint employment of employees) states: 

“Contracts for services accounted €or in conformance with Section X of this 

Code of Conduct shall not constitute prohibited joint employment if measures 

are taken to prevent the transfer of Confidential Information between A P S  and 

a Competitive Electric Affiliate.” Section X.C permits A P S  to provide Shared 
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Services to its Competi&ve Electric m a t e s  and Sections X.D permits A P S  to 

acquire Shared Services from Pinnacle West. Importantly, the definition of 

Confidential Information excludes “information necessary for a Competitive 

Electric M i a t e  to provide or receive Shared Services”. ~ Shared Services 

includes such things as “energy risk management,” ,“system dispatch” and 

“contract management.” 

Q. 

A. 

WHAT IS THE PROBLEM WITH THE FOREGOING LANGUAGE? 

A P S  and Pinnacle West have integrated economic dispatching and purchasing 

of generation supplies and therefore the information crosses corporate 

boundaries. This undermines the competitive solicitation process. The 

language referred to above would allow a “Competitive Electric Affiliate” or 

Pinnacle West Energy Corporation (“PWEC) to be exempt from the 

prohibition of the sharing of Confidential Information when it involves system 

dispatching, energy risk management or contract management issues. This 

means that corporate firewalls put into place to maintain confidentiality can be 

set aside when purchasing Shared Services, including system dispatch or 

making energy purchasing decisions. In fact, the Shared Service provision 

appears to allow whoever at A P S  is in control of system dispatching to share 

Confidentid Inhrmation with persons at PWEC, even though PWEC is 

competing in the marketplace with other generators. 

Q. DO YOU HAVE A PROPOSAL TO REMEDY THIS SITUATION? 

A. Yes. In addition to prohibiting PWEC personnel from making the short-term 

economy transactions and energy dispatch decisions for A P S ,  the definition of 
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Shared Services shourd be changed to delete reference to “energy risk 

management,” “system dispatch” and “contract management.” 

Q. DOES APS’ REVISED CODE OF CONDUCT ENSURE THAT AN A P S  

EMPLOYEE ASSIGNED TO ANY PORTION OF THE PROCUREMENT 

PROCESS HAS NOT HAD ANY IMPROPER CONDUCT WITH AN A P S  

AFFILIATE? 

A. APS has indicated that personnel and their responsibilities are being shifted 

between A P S  and PWEC. For this reason, I recommend that any A P S  

employee who works on the competitive procurement, including its 

development, execution and review, be required to attest that they have no 

knowledge of the products or offers of any A P S  affiliate participating in the 

competitive solicitation. In addition, they should attest that they have provided 

no information, not generally available to all entities participating in the 

competitive solicitation process, to an employee of an A P S  affiliate or to an 

employee performing Shared Services with an A P S  affiliate regarding APS’ 

procurement process. 

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

A. Yes. 

1755\4\Track B Hearing\T~stimony~eliaut\Rebuttal\Kebler Rebuttal Track B Testimony. 1 1 18.02(fmal) 
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A. 

Q. 

A. 

Q. 

A. 

Q. 

I. INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Dr. Richard A. Rosen. My business address is Tellus Institute, 11 

Arlington Street, Boston, MA 021 16-341 1. 

PLEASE DESCRIBE Y O m  EDUCATIONAL AND PROFESSIONAL 

BACKGROUND. 

I hold a B.S. in Physics and Philosophy from MIT, a M.S. in Physics from 

Columbia University, and a Ph.D. in physics from Columbia University. 

Currently I am a senior research director at Tellus Institute, as well as executive 

vice-president and secretaqdtreasurer of the Institute. I am also the manager of 

the Institute’s Electricity Program. 

PLEASE PROVIDE A BRIEF DESCRIPTION OF TEUUS INSTITUTE. 

Tellus Institute is a non-profit organization specializing in energy, natural 

resources, and environmental research. Within Tellus Institute, the Electricity 

Program focuses on energy and utility research areas which include demand 

forecasting, conservation program analysis, electric utility dispatch and reliability 

modeling, least-cost utility planning and integrated resource planning, avoided 

cost analysis, financial analysis, cost of service and rate-design, non-utility 

generation issues, bidding systems, incentive regulation, cost of capital analysis, 

and utility industry restructuring. 

PISASE ELABORATE ON YOUR EXPERIENCE WITH ELECTRIC 

UTILITY SYSTEM SUPPLY PLANNING. 
1 Direct Testimony of Dr. Richard A. Rosen 

Tellus Institute 
Docket No. E-00000A-02-005 1 ET.AL. 
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A. As past director of the Energy Group and manager of the Electricity Program, I 

have had wide experience assessing utility system supply options on both a 

service area and a regional basis. These assessments have encompassed all types 

of generation plant, transmission plant, purchases of capacity and energy, fuel 

purchases and contracting, central station district heating and decentralized 

cogeneration plants, and alternative-sources of energy such as wind, biomass, and 

solar energy connected to electricity grids. These assessments have dealt with the 

technical, economic, environmental, regulatory, and financial aspects of supply 

planning, including the relationships between supply planning, load forecasting, 

rate design, and revenue requirements. I have also reviewed the prudence of 

many past supply-planning decisions by utilities. 

PLEASE PROVIDE A FEW ADDITIONAL DETAILS OF YOUR 

EXPERIENCE 

Power supply system modeling and integrated resource planning has been a major 

focus of my activities for the past 22 years. My research and testimony in this 

area began in 1980, and I have testified in numerous cases involving generation 

planning and the integration of demand and supply technologies on a least-cost 

basis. For example, I submitted extensive generation planning testimony in the 

1980 CAPCO Investigation in Pennsylvania in Case No,I-79070315, and in the 

1981 Limerick Investigation as well (Case No. 1-80100341). In early 1982, I 

prepared a major report for the Alabama Attorney General’s Office entitled 

“Long-Range Capacity Expansion Analysis for Alabama Power Company and the 

Southern Company System,” and I filed testimony in Docket No. 18337 before 

Q. 

THE AREA OF UTILITY PLANNING. 

A. 

2 Direct Testimony of Dr. Richard A. Rosen 
Tellus Institute 

Docket No. E-00000A-02-005 1 ET.=. 
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the Alabama Public Service Commission. In addition, I testified on the excess 

capacity issue regarding Susquehanna Unit 1 in the 1983 Pennsylvania Power and 

Light Co. Rate Case (No. R-822169). In 1987, I testified before the Federal 

Energy Regulatory Commission (“FERC”) on NEPOOL’s Performance Incentive 

Program on behalf of the Maine Public Utilities Commission in Docket No. ER- 

86-694-001. In 1989, I testified before the Pennsylvania Public Utility 

Commission on excess capacity and ratemaking treatment regarding Philadelphia 

Electric Co.’s Limerick 2 nuclear unit. This work was performed on behalf of the 

Pennsylvania Office of Consumer Advocate in Docket No. R-891364. I also 

testified in Vermont in Docket No. 5330 on the cost-effectiveness of the proposed 

purchased power contract between the Vermont utilities and Hydro-Quebec. In 

the 1980s, I testified in several cases involving the planning and construction of 

the Palo Verde nuclear units, before the Arizona Corporation Commission 

(“Cornmission” or ACC), as well as before FERC. 

Finally, in January 1998, I testified before this Commission on behalf of 

the Residential Utility Consumer Office (“RUCO”) in Docket No. U-0000-94-165 

regarding public policy recommendations on key issues related to calculation, 

sharing, and recovery of stranded costs; and presentation of the “retail generation 

service” methodology for computing stranded costs. In September 1998, in 

Docket No. E-O1933A-98-0471, I was the author of comments to the Commission 

entitled “Analysis and Recommendations of Residential Utility Consumer Office 

Regarding the Tucson Electric Power Company’s Stranded Cost Filing.” In 

November 1998, I filed testimony before the Commission in Docket Nos. E- 
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01933A-98-047 1; E-0 1933A-97-0772; E-0 1345A-98-0473; E-O1345A-97-0773; 

and U-OOOOOC-94-165 on various filings related to the unbundled service tariffs, 

stranded cost recovery proposal for Arizona Public Service and Tucson Electric 

Power Company, and various other aspects of their restructuring proposals. I 

filed testimony before the Commission in Docket No. RE-OOOOOC-94-0165 in 

July 1999 on the status of settlement discussions between RUCO and Citizens 

Utilities Company-Arizona Electric Division (“CUC-AED”), and summary 

concerns about CUC-AED’s stranded cost recovery plans. In February 2002, I 

filed testimony before the Commission in Docket No. E-0 1032C-00-075 1 on 

Citizens Communications Company’s Purchased Power and Fuel Adjustment 

Clause and its wholesale power supply contract with Arizona Public Service. 

Earlier this year I also testified before the ACC regarding Track A issues in this 

docket . 

Due to my extensive regulatory experience supporting the public interest, 

as outlined above, in 1988 I was chosen to serve a three-year term on the 

Research Advisory Committee of the National Regulatory Research Institute, an 

appointment made by the public utility commissioners serving on the NRRI 

Board of Directors. In addition, I have been the project manager on contract 

research that the Tellus Institute has performed for the U.S. Department of 

Energy, the U.S. Environmental Protection Agency, the U.S. Department of 

Justice, the National Association of Regulatory Utility Commissioners (NARUC), 

the New England Conference of Public Utility Commissioners, the New England 
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Governors Conference, and the National Council on Competition in the Electric 

Industry. 

In the last six years, I have spent most of my time analyzing electric utility 

restructuring issues. As early as 1996, I testified before the New Hampshire 

Public Utilities Commission on issues affecting the design of the state’s pilot 

programs (Docket No. 96-150), and I testified before the New York Public 

Service Commission on stranded costs, market structures, and other issues related 

to ConEd’s, NYSEG’s, and RG&E’s restructuring plans. I also have worked on or 

testified on other restructuring issues in Nevada, New Mexico, New Jersey, 

Illinois, Missouri, Colorado, Pennsylvania, Maryland, Maine, Rhode Island, and 

Michigan. Exhibit-(RAR-1) provides a copy of my resume. 

Q. PLEASE SUMMARIZE YOUR TESTIMONY. 

A. In reviewing the Staff Report on Track B issues that was distributed on October 

25,2002, I have come to five major interrelated conclusions: 

1. The Staff does not provide an adequate approach to determining which 

competitive bids for power should be selected by a distribution utility 

in order to ensure that the resulting electricity prices are reasonable. 

The Staff did not recognize that resource bids need to be evaluated in 

groups or portfolios, and they cannot be evaluated individually. Yet, 

there is no need to “reinvent the wheel”, namely to try to develop a 

new methodology for bid selection, when a methodology for this 

purpose has already previously been used in Arizona and in many 
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other places throughout the world. (See, for example, the suspended 

Arizona IRP rules.) 

2 .  There is only one reasonable way in which these competitive bids 

should be evaluated with respect to price, and that is to utilize a 

standard least-cost planning methodology. Each utility would have to 

take this approach anyway if it wanted to ensure that its selection 

methodology was prudent. The “bottom-line” for least cost planning is 

to minimize the present value of revenue requirements over a pre- 

specified planning period. This process will yield reasonable electric 

rates. 

3. Demand-side management (DSM) program bids should be allowed 

from third parties, and a wide variety of DSM bids to serve all 

customer classes should be required from each distribution utility in 

amounts up to an incremental 2 percent of annual peak load in each 

year. If about 2 percent of the peak load is bid to be met by DSM, 

perhaps DSM programs of various types that will meet about 1 percent 

of the load will actually be chosen as more cost-effective than new 

generation resources. This will help guarantee that the lowest cost 

resources available to ratepayers will actualfi’be evaluated as part of 

the competitive solicitation process. 

4. Each distribution utility should be required to provide bids for 

peaking, cycling, and baseload power resources on a r e d a t e d  basis in 

their own solicitation process in order to provide a “competitive price 
6 Direct Testimony of Dr. Richard A. Rosen 
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baseline” against which unregulated market bids can be compared. 

Only if this is done can ratepayers be assured that they will end up 

paying reasonable rates as a result of this new competitive solicitation 

process. Only bids for new generation from highly responsible and 

financially capable entities should be considered in this process. 

5. Once an appropriate least-cost planning process is established and 

correctly utilized for the purpose of evaluating resource bids, this 

process should automatically establish a presumption that the 

distribution utility, which utilized the process, carried out prudent 

planning for the resource portfolio selected. 

HOW DOES THE NEED FOR A LEAST-COST PLANNING PROCESS AND 

METHODOLOGY AS THE BASIC CONCEPTUAL FRAMEWORK FOR THIS 

COMPETITIVE SOLICITATION PROCESS HELP EXPLAIN WHAT IS 

MISSING IN THE BID EVALUATION METHODOLOGY OUTLINED IN 

THE STAFF REPORT? 

Least-cost planning makes it clear that all resources - generation, transmission, 

and DSM - have to be evaluated simultaneously, as a package. Because each 

type of technology is different, because each bid will have a different ratio of 

fixed to variable costs, and because the capacity factor of each type of technology 

bid will depend to some extent on the mix of other technologies that co-exist with 

it, the mathematics of determining the least cost portfolio, or mix of technologies, 

is complex. The total present value of revenue requirements (PVRR) for all 

possible, technologically compatible resource portfoIios have to be compared to 
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Q. 

A. 

the PVRR for all other such portfolios over the relevant planning period. No 

single resource bid or technology can be evaluated by itself, without reference to 

the cost and technical characteristics of every other resource bid that might be 

part of the least-cost portfolio. This basic concept was entirely missing from the 

Staff Report, which instead suggested that individual bids could be rank ordered 

in some absolute manner. 

WHAT DO YOU RECOMMEND TO THE ARIZONA CORPORATION 

COMMISSION AT THIS TIME? 

The Arizona Corporation Commission (ACC) should: 

1. Establish the entire competitive solicitation process within a Least Cost 

Planning rubric, as described in section Ill below, and as previously 

contained in the suspended Arizona IRP rules. This would not change the 

overall process described by the Staff in its October 25,2002 report 

significantly, but it would significantly change the key details of how the 

price evaluation process for bids would need to be done. As described 

below, a least-cost planning framework allows the evaluation of all types 

of electric power products and contract durations at one time, on a self- 

consistent basis. A least-cost planning process would also allow DSM 

investments to be evaluated on a consistent economic basis along with 

new power supplies and new transmission investments. 

2. The Commission should also require the utilities involved in a competitive 

solicitation process to prepare their own bids for “proxy” power plants on 

a regulated cost-of-service basis in parallel with their solicitation of third 

0. . 
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party bids, in order to have a set of resources available on a “fall-back” 

basis. The Commission might have to order the construction of some of 

these new power plants on a regulated basis if doing so turns out to be 

lower in cost than a portfolio of competing bids offered by the 

independent power market. Arizona ratepayers should not be required to 

pay more for power as the result of a competitive solicitation process than 

they could pay under a continuation of traditional rate regulation. To do 

so would both indicate that the independent power market was not really 

sufficiently competitive at this time in history, and it would also provide a 

signal from Arizona’s regulators that they were unwilling to hold the 

unregulated power market to a reasonable competitive standard in order to 

try to make it more competitive. 

3. The Commission should not rush the establishment of an appropriate least- 

cost planning process. One approach, of course, would be to revive the 

existing Arizona IRP rules that were suspended in 1999. If such a process 

cannot be in place to select resource bids for the summer of 2003, those 

resources could be selected in a more ad hoc manner by each distribution 

utility, to which the usually prudent planning standards would apply. The 

final bid evaluation process could be used to select resources for 2004- 

2007, if the summer of 2003 cannot be included. 
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11. CRITIQUE OF STAFF REPORT 

WHAT IS THE MAJOR PROBLEM THAT YOU FIND WITH THE STAFF 

REPORT OF OCTOBER 25,2002? 

The major problem with the Staff Report is that it does not provide a logically 

consistent and coherent methodology for evaluating the bids solicited from the 

independent power producer (PP) market. In particular, leaving non-price factors 

aside, it does not provide a coherent and workable methodology for evaluating 

bids based on their impact on utility costs, and, therefore, on the revenue 

requirements paid by ratepayers. 

In particular, the Staff Report proposes a list of bid evaluation criteria on 

page 18. Of the eight categories listed there, only one, “delivered prices”, directly 

affects ratepayer costs. The other bid evaluation criteria listed are basically non- 

cost items that must be satisfied sufficiently for the respective bids to be seriously 

considered at all. In fact, appropriately so, the Staff also lists several of these 

evaluation criteria on page 21 as “pre-qualification” factors. Thus, to first 

approximation, these other criteria can be segregated from the price or cost factors 

that are part of each bid. 

HOW DOES THE STAFF PROPOSE THAT THE PFUCE OR COST FACTORS 

BE TAKEN INTO ACCOUNT IN DETERMINING THE WINNING BIDS? 

The Staff describes their price evaluation methodology on pages 23-25 of the 

Report. They propose that the bids be evaluated in three “phases”. The first 

phase “should be to rank order the bids by price using valuation methods that 
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equalize volumetric and or duration differences on a price basis.’’ This aspect of 

Staff‘s proposal seems to be describing a way to derive a dollar per kWh figure 

for each bid. A key assumption needed to do this is to know the capacity factor 

for each product in each year into the future. This fact will prove crucial in 

determining what an adequate price evaluation methodology would be. 

WHY WOULD ONE NEED TO KNOW THE CAPACITY FACTOR FOR 

EACH BID TO DETERMINE A DOLLAR PER MWH COST FOR EACH BID? 

Typically, each bid for power would consist of a fixed cost component and a 

variable cost component, though it is possible for some bids, particularly baseload 

bids, to just be bid on a total dollars per MWH basis. If a bid does have a fixed 

cost component, it would likely be on a dollar per kW of capacity basis. In order 

to convert a dollar per kW bid into a dollar per kWh bid basis, one needs to know 

how many kWh each kW of capacity would generate in a year. That number is 

closely related to the capacity factor of the power plant being bid with a certain 

minimum capacity factor assumed. The dollars per kWh representing the fixed 

costs assuming a specific capacity factor, and the dollars per kWh representing 

variable costs in the bid, would be added together to get a total dollar per kWh 

result. However, this result would only be valid for the capacity factor assumed. 

A higher capacity factor would lead to a lower total cost per kWh, and vice versa. 

WHAT ARE THE SECOND AND T”) PHASES OF THE BID 

EVALUATION PROCESS AS PROPOSED BY STAFF? 

Phase two involves evaluation of deliverability, and Phase three involves 

evaluation of other factors, such as creditworthiness, experience and exceptions to 
Direct Testimony of Dr. Richard A. Rosen 
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model contract terms. These phases of the bid evaluation process are non-price 

related phases, and, thus, are not relevant to my critique of Staff‘s price evaluation 

process. 

DOES STAFF PROVIDE ANY OTHER ASPECTS OF A METHODOLOGY 

FOR DETERMINING THE WINNING BIDS BASED ON PRICE? 

No. Unfortunately, Staff provides no additional guidance for the utilities subject 

to this competitive solicitation process, yet it insists (correctly) that the results 

produce “reasonable rates” as required by law. Related, but somewhat separate 

from this issue, Staff says on page 16 under “Identification of Products” for which 

prices will be bid that “the utility will specifically define the capacity and energy 

sought on a time-differentiated basis.. .” However, the Staff does not provide any 

details on how this would be done. For example, it does not state that a 

generation dispatch model would need to be run to develop this information, and, 

if so, how. 

DOES THE STAFF SUPPORT THE IDEA OF FRAMING THE BID 

SELECTION PROCESS WITHIN THE CONTEXT OF LEAST COST 

PLANNING? . 

No, the Staff explicitly rejects adopting a least-cost planning framework for the 

competitive solicitation process on page 39 of the Repoi;. In fact, it does not even 

want least-cost planning to be an issue in this docket, which seems like a rather 

extreme position to take given that least-cost planning has traditionally been the 

way in which utilities have selected new generation resources to either construct, 

or for which to contract. 

Q. 

A. 

Q. 

A. 
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Q. 

A. 

Q. 

A. 

DID THE ADMINISTRATIVE LAW JUDGE IN THIS DOCKET DISAGREE 

WITH STAFF ON THIS POINT? 

Yes. In addressing RUCO’s concern about assuring the lowest reasonable rates to 

ratepayers as a result of the solicitation process as expressed at a Track B 

workshop, the AW in this docket explicitly stated on page 5 of the Third 

Procedural Order on Track B Issues that she would not exclude the least cost 

planning issue from this case. However, in the process of doing so, the ALJ said, 

“RUCO believes that the Least Cost Planning framework can fit within [emphasis 

added] the Track B solicitation issues.” This is not quite what RUCO meant to 

say. RUCO maintains that least-cost planning can fit within the Track B issues, 

and, therefore, least-cost planning should be included. RUCO meant to say that 

least-cost planning is absolutely central to the entire Track B solicitation process; 

it is not peripheral. In contrast, least-cost planning should be the single-most 

important organizing principle around which the entire Track B process must be 

structured. . 

DID STAFF PROPOSE A KIND OF A “SAFE HARBOR’ FOR BID PRICES 

INSTEAD OF AN EXPLICIT SELECTION CRITERION FOR BIDS? 

Yes. Instead of establishing a traditional least cost planning-based selection 

process for generation bids, the Staff has proposed to estabhh a kind of “safe 

harbor” for bids based on their price. In order to accomplish this, Staff has 

proposed to calculate something they call the “prices to beat” for the products 

solicited for each utility. (Page 24-25) “The ‘prices to beat’ established by the 

Staff will be used for the purpose of determining whether the Staff will 
13 Direct Testimony of Dr. Richard A. Rosen 
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recommend without further analysis a finding that prices contained in any 

contract meeting the conditions outlined below are reasonable.” (Page 25) If the 

contract bid price exceeds the relevant price to beat, then staff will perform some 

unspecified analysis and make findings about the “prudence, reasonableness and 

used and usefulness” of the contract price. (Page 25) Thus, this new concept of a 

“price to beat” appears to become a safe harbor with respect to further scrutiny by 

the Staff if a utility chooses such a product as part of its final resource portfolio. 

Of course, I assume that any other party to the relevant ACC case would still be 

free to challenge the reasonableness of the contract price, even if it is lower than 

the “price to beat” as computed by the Staff. However, Staff should confirm 

whether or not this is correct. 

DOES THE STAFF EXPLAIN WHAT METHODOLOGY WOULD BE USED 

TO COMPUTE THIS “PRICE TO BEAT”? 

No. Unfortunately, Staff provides no statement at all in their Report as to how 

this very critical “price to beat” would be calculated. However, the text of their 

report gives me the feeling that there would be a single number computed for each 

proposed contract for each product. But I cannot discern how this would be done 

from the Report. In addition, in answer to RUCO data request 1.3, Staff states 

that it “does not intend to make the methodology it w i l l b e  to calculate the price 

to beat public.” 

EVEN THOUGH YOU DO NOT KNOW HOW THE “PRICE TO BEAT” 

WOULD BE CALCULATED, IS THERE ANY POSSIBLE METHODOLOGY 

THAT WOULD RESULT IN A SINGLE NUMBER FOR EACH PRODUCT 
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THAT COULD BE USED TO YIELD REASONABLE OVERALL RETAIL 

RATES FOR A DISTRIBUTION UTILITY INVOLVED TN THE PROPOSED 

SOLICITATION PROCESS? 

No. There is no possible mathematical methodology of which I am aware that A. 

could possibly produce a single number for each product bid, and lead to the 

outcome of reasonable rates. The reason for this apparent impossibility is that the 

bids for each product are likely to be in the form of a separate fixed and variable 

cost component, unless the capacity factor of operation is already specified, as 

explained above. Thus, at least two separate numbers, not one bid price, will 

likely characterize each bid. The two separate numbers could only be combined 

into one total price once the capacity factor of a product (power plant) is 

specified. Yet, except, perhaps, for baseload power plants running full-out at their 

maximum possible capacity factor, neither the bidders nor the Staff will know 

what the capacity factor for each product is likely to be in any given future year. 

Thus, Staff could not compute a single bid price number such as a total cost per 

kWh from the bid data alone. 

HOW COULD THE STAFF COMPUTE A CAPACITY FACTOR FOR EACH 

PRODUCT BID IF IT WANTED TO DO SO? 

Q. 

A. If the Staff wanted to compute a capacity factor for eachproduct bid, it would 

have to use a generation dispatch model to do so for each year covered by the bid. 

However, in order to get meaningful results for each capacity factor, the model 

would have to be run with enough total capacity of different products and bids to 

fully meet the load plus reserves, in each year. In fact, the resulting capacity 
15 Direct Testimony of Dr. Richard A. Rosen 

Tellus Institute 
Docket No. E-00000A-02-005 1 ET.AL. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

Q. 

A. 

factors would only be meaningful if enough new capacity is added to the existing 

capacity to meet the total load plus the required reserve margin. A complicating 

issue is, though, that the capacity factor of each bid will change depending on 

which other bids or products are included in the total new capacity added. Thus, 

the capacity factor for any given bid or product in any given year will, in general, 

depend on the mix of all the other products or bids included to make up enough 

capacity to meet the total load plus required reserves. 

HOW, THEN, WOULD THE STAFF KNOW WHICH OTHER BIDS SHOULD 

BE INCLUDED IN A DISPATCH MODEL RUN IN ORDER TO COMPUTE 

THE CAPACITY FACTOR FOR ANY SPECIFIC BID? 

There would be no way for the Staff to know which set of other bids to include in 

running a dispatch model in order to determine the correct capacity factor for any 

given bid in order to compute a “price to beat”, or any other single price number, 

for each bid. (Note that while the Staff proposes to compute the “price to beat”, 

the utility will actually be selecting the resource bids that it believes should be 

included in its resource mix for the future.) 

HOW CAN WE. GET AROUND THlS APPARENT “CHICKEN AND EGG” 

PROBLEM THAT ARISES WHEN ONE A?TEMPTS TO COMPUTE A 

“PRICE TO BEAT”, SO THAT THE BEST SET OF BIbS CAN BE SELECTED 

IN ORDER TO RESULT IN Tl3E LOWEST REASONABLE RATES? 

This Staff idea of trying to develop a single number to describe the price of each 

bid does inevitably degenerate into a hopeless spiral. To be clear, it is a “chicken 

and egg” type of situation because one cannot know which comes first, the 
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capacity factor of a particular product, or the mix of other products or bids. But 

there is a simple, logical way out of this loop. Least-cost planning was developed 

precisely to solve this mathematical problem. The problem arises when one has a 

set of existing generation resources, and when one then wants to minimize the 

overall cost of adding new generation resources to the total system. The 

mathematical problem that we need to solve is to simultaneously find the cost 

minimizing mix of new generation resources or bids that should be selected out of 

a much larger set of offered bids, given the variable production costs of operating 

the current mix of generating units. 

To slightly oversimplify, each existing resource is characterized by a 

variable cost to operate in each year. Each new resource or bid is characterized 

by a fixed and variable cost component, if we add it to the system in the future. 

Existing resources have no fixed costs for the purpose of this calculation because 

they have already been included in ratebase. Thus, the mathematical problem is 

to compute the total cost of all combinations of new and old resources so that one 

can find the mix that minimizes the total cost. That combination of new resources 

is called the least cost plan, or the least cost mix of new resources. 

IS THERE ANY OTHER WAY OF EVALUATING BIDS WITH RESPECT TO 

PRICE IN ORDER TO END UP WITH REASONABE RATES? 

No. This is not a new issue. Every state and every utility has had to deal with 

least cost planning in the past, either implicitly or explicitly. In the past, Arizona 

defined in its Integrated Resource Planning Rules (IRP Rules) R14-2-701-704 

(portions of the IRP Rules were suspended in 1999) how prudent planning for 

Q. 

A. 
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new resources should be done. Those Rules provided that new resources should 

be determined on a least-cost planning basis subject to various policy constraints 

that the ACC may determine. Section R14-2-703F of the IRP Rule states that the 

resulting plan should “tend to minimize the present value of the total cost of 

meeting the demand for electric energy services.” Though portions of the IRP 

Rules have been suspended, the process they establish is a good way to 

accomplish the goal of selecting those resources that would imply the lowest 

reasonable electric rates. 

ON PAGE 39 OF THE STAFF REPORT IT IS STATED THAT THE BID 

SELECTION PROCESS PROPOSED BY STAFF “IS COiMPREHENSIVE AND 

BASED ON SUCCESSFUL MODELS FROM OTHER JURISDICTIONS” AS 

MODIFIED BY THE UNIQUE CIRCUMSTANCES IN ARIZONA. DO YOU 

AGREE? 

No. I do not agree that the process proposed by Staff is modeled on successful 

models from other states. For example, there is no state in the US that uses a 

“price to beat” in the sense that the ACC Staff seem to mean. The term “price to 

beat” has often been used in other states simply to mean the generation 

component of unbundled retail rates once retail competition has been established. 

Yet, that is not what staff means by its use of the term “price to beat.” 

Q. 

A. 

Secondly, at the fairly general level of discussion thus far in my testimony, 

there is nothing unique about circumstances in Arizona that would fundamentally 

affect what planning process should be used. In fact, as the Staff discusses in 

some detail beginning on page 43 of the Staff Report, several other states use 
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competitive solicitation processes to determine how the load of each distribution 

utility will be met at the lowest reasonable rates. 

DO OTHER STATES USE E A S T  COST PLANNING PROCESSES TO 

SELECT THEIR GENERATION BIDS? 

Yes. Whether or not states that rely on the competitive generation market 

currently call their resource selection process a “least-cost” process, or not, the 

process is always a “least cost” process in some fundamental sense. It is quite 

surprising that the Staff‘s description of the resource selection process in the eight 

states discussed on pages 43-49 of their report does not make this clear. For 

example, the situation of Colorado is almost identical to the situation currently 

found in Arizona (utilities are acquiring power for retail customers on the 

wholesale market.) Yet, under the current integrated resource planning (IRP) 

rules in effect in Colorado, the utilities perform least cost planning by minimizing 

the present value of revenue requirements subject to various constraints, over a 

fairly long planning period, e.g., 20 years, or more. I know this because I testified 

in the last IRP case held for Public Service Company of Colorado. 

Q. 

A. 

Furthermore, in the 1980s and early 199Os, the term integrated resource 

planning and least-cost planning were almost synonymous, and these formal 

planning processes were used by public utilities commissions in many, if not 

most, states throughout the US. For example, the state of Florida uses a planning 

process that determines “whether the proposed plant is the most cost-effective 

alternative available”, as Staff states on page 44. Here “cost-effective” is just 

another way of saying “least-cost”. 
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Q. WHAT DO THE OTHER SIX STATES, DISCUSSED BY STAFF, THAT 

HAVE ALREADY ADOPTED RETAIL COMPETITION DO TO SELECT 

NEW RESOURCES FOR THEIR STANDARD O E E R  CUSTOMERS? 

Basically, each of these other states either leaves the resource selection process up 

to the distribution utilities because standard offer rates are capped, or the state 

A. 

PUCs oversee a competitive solicitation process for all, or slices, of the system 

load. But this second group of processes is also explicitly a least cost process, in 

the sense that the average cost of power selected is minimized, even though there 

are price caps. Clearly, the distribution utilities want to pay as little as possible 

for generation at the wholesale level. However, the situation is not the same in 

Arizona currently. The Commission has decided to have the competitive 

solicitation process not be for the total load or for a slice of the entire system load. 

Instead, the Commission has determined that the competitive solicitation process 

should be for new resources needed over and above the amount of power that 

each utility’s current resources can provide. Thus, as noted above, the current 

situation in Arizona is most similar to that of Colorado, among the eight states 

discussed in the Staff Report. Of course, the current situation in Arizona is also 

fairly similar to the current planning situation faced by most utilities that have not 

moved to retail competition, and many states still have least-cost planning or IRP 

processes in place for those utilities to follow. In fact, I am currently directly 

involved in the IRP processes that are on going in both Utah and Wisconsin. In 

particular, PacifiCorp, Arizona’s neighboring utility to the north, has just 

completed a draft IRP report that I am reviewing. I can assure the ACC that 
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Q. 

A. 

PacifiCorp follows least-cost planning principles by stressing the resource mix 

that has the lowest present value of revenue requirements over a planning period 

for its selection process. 

IN CONCLUSION, DOES THE STAFF REPORT PROVIDE AN ADEQUATE 

DESCRIPTION OF A METHODOLOGY THAT COULD BE USED BY 

ARIZONA UTILITIES TO CARRY OUT THE ACC’S MANDATE FOR A 

COMPETITIVE RESOURCE SOLICITATION PROCESS? 

No, it does not. The Staff Report does not describe any logical and complete 

methodology at all for this purpose. The Track B solicitation process must be 

reconfigured to be consistent with traditional least-cost planning practices, as 

described in the next section. 

21 
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111. A LEAST-COST PLANNING PROCESS FOR ARIZONA 

Q. HOW SHOULD THE COMPETITIVE SOLICITATION PROCESS IN 

ARIZONA BE STRUCTURED? 

The competitive solicitation process should be structured in a way to assure that 

Arizona ratepayers will end up paying the reasonably lowest electric rates that are 

feasible given the various physical, policy, and legal constraints faced by each 

distribution utility. In theory, all three basic types of electricity “resources” 

should be included in the process, namely generation, transmission, and demand- 

A. 

side investments in more efficient end-use equipment (DSiM). If any one of these 

key types of resources is excluded, then electric rates will be higher than is 

reasonable. 

For example, the Staff Report primarily focused on the need to evaluate 

generation bids from the wholesale generation market, with agreement that DSM 

bids would also be allowed. However, the Staff Report did not describe how new 

transmission investments would be evaluated in relationship to the generation or 

DSM bids. Because Arizona has several significant “load pockets” or load 

centers that are highly transmission constrained in many hours of the year, new 
-. . 

transmission investments to relieve some of these constraints should be evaluated 

on a self-consistent basis with the generation and DSM bids. It is possible, if 

unlikely, that new baseload resources built outside a load pocket, plus a new 

transmission line into the load pocket from these resources, would be lower in 

cost than generation bids received from units built within the load pocket. 
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Similarly, it is possible that new DSM investments could significantly defer the 

construction of new generation or transmission construction in some areas within 

Arizona. Thus, I believe that it is important to take time now to set up a 

comprehensive and appropriate planning process for Arizona utilities, similar to 

the one that had been followed in the past, rather than rush to create a process that 

would tend to increase electric rates above a reasonable level. 

Another key ingredient of an appropriate planning process for Arizona 

utilities would be for the regulated utilities themselves to bid to supply new 

generation, transmission, and DSM on a regulated cost-of-service basis. If these 

regulated costs for service from the three basically different kinds of resources are 

not included in the mix of options that could be chosen, there will be no 

“competitive baseline” against which to measure the economics of bids from the 

unregulated wholesale market. If the unregulated market bids can beat the 

regulated cost-of-service bids, then the wholesale market will have proven that it 

can be competitive, in the sense of being lower in cost and more efficient than 

regulated utilities. However, if the regulated cost-of-service bids are lower than 

the market-based bids, then Arizona ratepayers ought to be able to continue to 

benefit from the ability of vertically integrated utilities to provide electricity at a 

lower price. The “bottom-line” is that an appropriate Track B competitive 
-. . 

solicitation process for Arizona could be similar to the suspended Arizona IRP 

rules. 

23 Direct Testimony of Dr. Richard A. Rosen 
Tellus Institute 

Docket No. E-00000A-02-005 1 ET.AL. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. IS IT LIKELY, OR EVEN POSSIBLE, THAT MARKET-BASED BIDS FOR 

GENERATION COULD BEAT REGULATED COST-OF-SERVICE BIDS AT 

THE PRESENT TIME? 

It certainly is possible that at the current time market-based bids for wholesale 

electric power could beat regulated bids for the same types of products. This is 

A. 

because the IPP industry is particularly stressed financially at the current time, so 

there may be some very good, fairly long-term contracts for power available now. 

In fact, this next year, during which Arizona’s competitive solicitation will be 

held, may be a very good time in which to lock up some low cost, long-term 

purchased power contracts. On the other hand, it may also be a good time for 

Arizona’s utilities to buy one or more power plants currently under construction 

in or near Arizona on a “fire-sale” basis, at a regulated cost of capital. Whatever 

the lowest cost way of providing wholesale electricity to Anzona’s electric 

ratepayers is, that is the approach that should be relied on, assuming system 

reliability and other factors are maintained at sufficiently high levels. 

On the other hand, if wholesale market participants believe that the current 

financial crisis will be short lived, they may hold out for fairly high prices, unless 

they know that they are going to have to compete against regulated cost-of-service 
-. . 

prices for new generation. This might happen because once the financial crisis in 

the IPP industry is mitigated, investors in that industry may demand much higher 

returns on their capital investments than regulated utilities would receive. Thus, 

in the long run there is a strong likelihood that the cost of IPP generation may be 

significantly above the cost of generation provided on a regulated cost-of-service 
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basis. This is why it is very important to provide ratepayers with a competitive 

baseline, or ceiling on the price that they will have to pay, as a result of the 

competitive solicitation process established in Arizona. The regulated alternative 

to the wholesale market must be preserved as an option as part of this solicitation 

process, or ratepayers will overpay for electricity and Arizona’s economy will 

suffer as a consequence. 

HOW SHOULD THE CONCEPT OF “LEAST-COST” BE INTERPRETED AS Q. 

PART OF LEAST-COST PLANNING? 

A. The concept of “least-cost” has almost always been interpreted to mean the lowest 

present value of revenue requirements (PVRR) over a given planning period. 

This was true in the suspended IRP rules for Arizona. (See rule R14-2-703F.) An 

appropriate planning period should be at least 20 years long. A 30-year planning 

period might even be better because it corresponds more closely to the operational 

lifetime of new power plants. Of course, to compute the present value of revenue 

requirements over time requires the use of a discount rate. Typically, the discount 

rate used is the utility after-tax cost of capital, since that reflects the time value of 

money to utility stockholders. Alternatively, the Commission could decide to use 

a ratepayer discount rate, which would typically be higher than the after-tax cost 

of capital to a utility. The Commission may also want to consider adopting part 

or all of the Colorado PUC’s IRP rules, which are currently undergoing revision, 

to define this least-cost planning process. (See the PUC website for details under 

Docket No. 02R-137E.) 
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Q. WHY DOES THE PLANNING PERIOD HAVE TO BE AS LONG AS 20 

YEARS, IF MOST COMPETITIVE GENERATION MARKET BIDS ARE 

ANTPATED TO BE OF MUCH SHORTER DURATION? THE STAFF 

REPORT DID NOT EVEN MENTION THE NEED FOR A LONG PLANNING 

PERIOD TO EVALUATE WHOLESALE MARKET BIDS. 

The planning period needs to be at least 20 years in order to capture the long-run 

trade-offs between fixed and variable costs which represent the different kinds of 

new generation or DSM resources that could be purchased. If the planning period 

were only a few years, then the lower capital investments per lulowatt, such as 

new pealung units, would probably appear least cost in the short run even though 

they might be very expensive for ratepayers in the long run. Thus, the use of a 

planning period that is too short would tend to bias the results of a least-cost 

planning analysis. The use of a longer planning period allows low cost short-term 

contracts to be selected as part of a least-cost plan, but would not preclude 

investments or contracts that might be more expensive in the short-run but have a 

lower in cost when averaged (in present value terms) over the entire planning 

period. 

A. 

When a least cost planning exercise is run using a computerized 

optimization model, as is necessary, proxy new plants also need to be included for 

the long run, namely for later in the planning period when the new resource bids 

would no longer be sufficient to fully meet the load growth that is projected for 

the relevant region. For example, if the currently planned competitive solicitation 

is structured in a way to select resources that will meet existing load plus load 
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growth for the next four years, as Staff proposes, then the resource bids might be 

from anywhere from 1 year to 30 years in duration. The duration of the proposed 

contracts is not important, so long as a mechanism is in place to fairly evaluate the 

bids relative to each other independent of their duration. This is why the proxy 

plants noted above are necessary as “filler” resources. There would need to be a 

proxy peaking unit, cycling unit, and baseload unit that could, in theory, come on- 

line in any year of the planning period, as soon as it could be constructed. By a 

“proxy” plant, a realistic alternative, I mean a set of plants that could be actually 

sited where needed, at the cost assumed, to serve the loads of Arizona utilities. 

The computer model used in least cost planning would then select the lowest cost 

combination of contract bids and proxy plants over the entire planning period. 

The costs of the proxy plants should represent the costs for constructing and 

operating those types of units on a regulated basis, since those costs would 

provide a maximum or ceiling price on what would have to be paid for that 

“product” or type of power plant. These proxy plant costs would be determined 

by the regulated utility’s bids for those types of units on a regulated cost-of- 

service basis required as part of their solicitation process. If, over the next four 

years, enough of the wholesale market bids were selected by the model as being 

part of the least cost plan to satisfy their total load, then contracts for those bids 

would be signed, and no proxy plants would need to be constructed on a regulated 

basis. If, however, the optimization model selected some bids and some proxy 

plants, then both types of actions would need to occur. The same optimization 

model could also be used to select cost-effective DSM resources. 
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Q. WHAT SHOULD BE DONE TO PREVENT A SITUATION WHEREBY THE! 

MARKET PARTICPANTS DID NOT BID ALL REASONABLY COST- 

EFFECTIVE DSM MEASURES INTO THE SOLICITATION PROCESS? 

It is important to structure the solicitation process in a way that insures that the 

end result (the least-cost plan) will include a significant amount of cost-effective 

DSM. If the plan actually implemented did not reflect a significant fraction of all 

possible cost-effective DSM over the next few years, then not only would electric 

rates be higher than necessary in the long run, but the environmental impacts of 

power plant and transmission line siting, and plant operations would also be 

greater than necessary. To ensure that sufficient amounts of cost-effective DSM 

will be bid into the proposed solicitation process, the Commission should require 

the regulated utility to also bid DSM programs on a regulated cost-of-service 

basis, just as they would submit bids for generation resources. The types of DSM 

programs bid should be broad in variety, and should be programs for all customer 

classes, particularly programs for low-income residents. Load management as 

well as energy conservation programs should be bid. The types of DSM programs 

bid might include fairly expensive DSM programs that may or may not turn out to 

be cost-effective, which means that they may not be part of the least-cost plan 

chosen. As a guideline for utilities in a high growth regon like Arizona, each 

distribution utility involved in a competitive solicitation process should bid 

incremental or new DSM programs that would reduce its peak load each year by 

up to 2 percent on a successive basis. This should provide enough new DSM 

program options to choose from each year in order to yield a reasonable least cost 

A. 

-. . 
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Q. 

A. 

Q. 

A. 

plan over the long run. Perhaps about 1 percenqin DSM caused load reductions 

would actually be shown to be cost-effective. 

IN ITS ANSWERS TO INTERROGATORIES, ARIZONA PUBLIC SERVICE 

4 

STATED THAT IT COULD PROBABLY PURCHASE A SIGNIFICANT 

AMOUNT OF ECONOMY PURCHASES OVER THE NEXT FOUR YEARS 

TO REPLACE SOME GENERATION FROM ITS CURRENT GENERATING 

UNITS. HOW SHOULD POSSIBLE ECONOMY PURCHASES BE DEALT 

WITH IN THIS SOLICITATION PROCESS? 

Again, the Staff Report did not deal with the issue of how economy purchases 

should be dealt with as part of the solicitation process. How to treat economy 

purchases is a potential issue in a competitive solicitation process because 

economy purchases are different from other purchases that could be made from 

the wholesale generation market on a longer-term bilateral contract basis. In APS 

response MR 1.5, which is part of Appendix D[ to the Staff Report, APS stated that 

it “expects to procure a certain amount of economy energy in each of these years 

[2003-20071 depending solely on the actual energy cost of A P S  resources 

compared with market prices for power.” Then, A P S  provides an estimate of how 

much economy energy might be available in each year. 

PLEASE DEFINE WHAT “ECONOMY ENERGY” IS: AND EXPLAIN WHY 

THIS RAISES A NEW ISSUE THAT IS FLELEVANT TO THE SOLICITATION 

PROCESS. 

Economy energy is power purchased from the regional utility grid on a fairly 

short-run, basis at a lower price than it would cost to operate its marginal 
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generating units. Because economy energy is purchased on an “as available” 

basis that cannot be planned for very far ahead of time, a utility cannot rely on 

economy energy to meet its peak demand requirements. In fact, economy energy 

is least likely to be available during times of peak demand. However, the benefit 

of economy energy is its low price when it is available. 

The reason why a utility’s ability to buy economy energy raises an interesting 

issue is that because economy energy can save the utility money. The mere 

existence of a competitive solicitation process should not preclude spontaneous 

purchases of economy energy when it is available. On the other hand, since a 

utility cannot plan on economy purchases being available on a firm basis, the 

existence of economy energy should not subtract from the energy requirements 

that a utility would have based on the availability of its own generating resources. 

Thus, APS’ figures for their energy requirements that appear on their attachment 

to MR 1.5 should still be valid even taking their projections of the availability of 

economy energy into account. The Commission should recognize the benefits 

that purchases of economy energy have for all ratepayers, and the competitive 

solicitation process should not ban such purchases outside of that process. 

DOES THIS MEAN THAT THE COMPETITIVE SOUCITATION PROCESS 

CAN COMPLETELY IGNORE THE POSSIBILITY OF ECONOMY ENERGY 

PURCHASES IN THE FUTURE BECAUSE THEY WILL HAVE NO IMPACT 

ON THE PROCESS? 

No. The possibility of making significant amounts of economy purchases can 

influence the mix of new resources that would be part of a least-cost plan. By 

Q. 

A. 
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reducing the cost of the energy component, or the variable cost component, of 

rates to customers, the existence of economy energy tends to make new baseload 

resources less cost effective relative to other types of resources. This is because 

economy energy tends to substitute for new baseload resources to some extent by 

making the energy component of electric production somewhat cheaper. Thus, 

realistic assumptions about the availability of economy energy in each year 

should be included when running a least-cost planning optimization model. 

Because economy energy can more likely substitute for baseload resources, but 

not likely for peaking resources, the availability of economy energy will tend to 

shift the least-cost mix of new resources towards new peaking resources and away 

from new baseload resources. 

Q. CAN A LEAST-COST PLANNING MODEL INCLUDE THE ANALYSIS OF 

THE ECONOMICS OF NEW TRANSMISSION INVESTMENTS 

SWIULTANEOUSLY WITH THE ECONOMICS OF NEW GENERATION 

AND DSM ,INVESTMENTS? IF NOT, HOW SHOULD THIS EVALUATION 

BE HANDLED AS PART OF THE COMPETITIVE SOLICITATION 

PROCESS IN ARIZONA? , 

The commercially available least-cost optimization models of which I am aware 

are not sophisticated enough to evaluate the economics of new transmission along 

with new generation and DSM. Thus, Arizona utilities should utilize an iterative 

process between running a least-cost optimization model for evaluating only the 

generation and DSM bids, and analyzing the economics of new transmission 

separately. 

A. 
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In order to make this assessment, the optimization model could first be run 

with no new transmission lines assumed. Then, if the generation bids that turn out 

to be part of the least-cost plan can all be accommodated sufficiently (i.e. 

transmitted to the load centers) without any new transmission lines being built, 

the bid evaluation process would be complete. On the other hand, if a generation 

bid that is initially part of the least cost plan would require new transmission to 

serve native load, then the costs of building that new transmission would need to 

be included in the total PVRR of that scenario. If the total PVRR of that scenario 

were less than the total costs of all other mixes of generation and DSM bids that 

do not require new transmission, then building this transmission line would be 

part of a least-cost plan. However, if another mix of generation and DSM bids 

has a lower PVRR than the total cost of the scenario that includes new 

transmission, then no new transmission is needed, and that alternative mix of 

generation bids should be selected. (Note that being part of a least-cost plan 

defines the word “need” in this context.) Again, this process is not new. It is how 

prudent utility planning has usually been done in the past. 

Q. GIVEN THE NEED TO STRUCTURE BID EVALUATIONS AROUND A 

L;EAST-COST P L M G  CONCEPTUAL FRAMEWORK, WHAT DO YOU 

RECOMMEND FOR THE, SCHEDULE OF THE RESULTING TRACK B 

LEAST-COST PLAN’”G PROCESS? 

A. Unfortunately, even if one could rely on bids from the wholesale power market 

for 100 percent of the new resource to be evaluated (which one cannot), the 

appropriate Track B bid evaluation process is somewhat more complicated than 
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Staff suggests. Thus, somewhat more time than Staff has allowed for in their 

proposed schedule will be required to re-design a reasonable process. Because of 

this unavoidable situation, I recommend that the competitive solicitation process 

not be used to provide energy and capacity for the summer of 2003. I recommend 

that the distribution utilities use a more ad hoc, but prudent, planning process in 

order to cover their needs for next summer. The more formal competitive 

solicitation process could begin for resources required for 2004-2006 at one time, 

once the process has been properly structure. 

Obviously, if developing the details for a proper least-cost planning 

process can be done in time to acquire resources for the summer of 2003, then, of 

course, that period could be included. But it is far more important to get the 

solicitation process structured properly for the long run, than to rush the process 

through to completion too quickly. Too much ratepayer money is at stake in the 

long run to not get the details of the solicitation process right for the current Track 

B process. My recommendation might also imply that the distribution utilities 

should focus on acquiring fairly short-term firm power contracts to cover their 

needs through 2003, unless an obviously super-good deal comes their way on a 

longer-term basis. Of course, least cost planning would also have to be used by 
-7 .  

the utility to evaluate such a long-term bid. 

Q. SHOULD A LEAST-COST PLANNING PROCESS, IF DONE CORRECTLY, 

HAVE ANY MPLICATIONS FOR THE PRUDENCE OF THE RESULTING 

INVESTMENT COMMITMENTS ON THE PART OF THE REGULATED 

UTILITIES INVOLVED? 
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A. Yes. Any contract or build order for new resources that results from the 

Commission's review and approval of an appropriate least-cost planning process 

should convey to the regulated utilities the presumption of prudence (this is the 

case in Colorado). After all, what is determined in the least-cost planning process 

is the same thing the utilities need to demonstrate in a later review of planning 

prudence for cost recovery purposes. Presumably, there would be two kinds of 

prudence issues raised in any cost recovery review. The first would be the 

prudence of planning. Clearly, this would be covered by the initial bid evaluation 

process if my recommendations are adopted, so it would not be fair for the 

Commission to second guess the initial planning process. The second prudence 

issue would whether the utility acted prudently based on whatever information 

became available afteI. the initial planning process was completed, both to 

implement the least-cost plan and to adjust the plan if required due to this new 

information. This second prudence issue should be reserved for the final cost 

recovery hearing, but the first issue should not be reopened. 

Q. IN LIGHT OF THE LIKELMOOD THAT THE TYPE OF LEAST-COST 

PLANNING PROCESS THAT YOU RECOMMEND CAN NOT BE CARRIED 

OUT FOR RESOURCES FOR THE SUMMER OF 2003, HOW SHOULD 

THESE TWO PRUDENCY ISSUES BE ADDRESSED-FOR THOSE 

RESOURCES? 

If the resources needed for the summer of 2003 cannot be evaluated as part of the 

final least-cost solicitation process developed, then both types of prudence issues 

would need to be reviewed as part of the Commission's cost recovery hearings for 
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those resources, unless no contracts for those resources extended beyond July 1, 

2004 for APS and January 1,2005 for TEP. The prudence issues may not need to 

be addressed by the Commission at all if none of these contracts extend beyond 

those dates, because the retail rates for these two utilities are frozen during those 

time periods, and thus it will be in the interest of those utilities' stockholders to 

minimize wholesale power costs until new retail rates are set by the Commission 

to come into effect after those dates. 

COULD THE COMMTSSION JUST LLFT THE SUSPENSION OF THE 

EXISTING JRP RULES IN ARIZONA IN ORDER TO BEGIN TO REDEFINE 

AN APPROPRIATE LEAST-COST PLANNING PROCESS FOR USE AS A 

COMPETITIVE SOLICITATION PROCESS? 

Yes, the Commission could lift the 1999 suspension of the existing IRP rules in 

order to provide a basis for a least-cost competitive solicitation process for use 

Q. 

A. 

next year. However, I would suggest that the old rules be reviewed for any 

revisions that may be desirable under the current circumstances. In particular, the 

old rules should be reviewed to make sure that they fully allow for any potential 

benefits from the-competitive wholesale generation market to be captured for 

Arizona's ratepayers. However, section R14-2-703D of the old rules did include 

the need to evaluate potential purchased power contracts as part of doing least- 

cost planning, so not much modification to the old rules may be required. 
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IV. CRITIQUE OF APS AND TEP TESTIMONY 

Q. PLEASE SUMMARIZE MR. CARLSON’S TESTIMONY AS TO HOW APS 

PLANS TO CARRY OUT ITS TRACK B SOLICITATION PROCESS. 

Mr. Carlson calls for a “multi-layered procurement effort”. APS would issue an 

RFP to solicit bids for three specific “products”, i.e. types of electric generation. 

Unfortunately, APS is prejudging the entire bid selection process, and is 

proposing to limit the types of products solicited to pealung products only. Thus, 

APS is not proposing to solicit any cycling or baseload products, even if there 

might be some very low cost products of this type available for the short-run or 

long-run. The reason why APS is only proposing to solicit peaking products 

appears to be because the load factor of their unmet reliability needs is very low, 

like a peaking product. While APS’ plan may correctly yield a least cost 

outcome, it also might not. For example, it could be the case that in the current 

financially stressed generation market, some baseload products would be 

available that could provide both capacity for peak demand, and would also save 

enough in energy costs from some of APS’  existing generators to be even more 

A. 

economically desirable than a peaking product. 

Furthermore, it is very important to point out that AFS does not explicitly 

support a long-run least cost planning approach to evaluating its Track B resource 

bids. In fact, APS is not planning to solicit any products for the long run, so it 

would not even be able to determine if long-run products offer a better deal for 
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ratepayers than short-run products. Mr. Carlson states that APS will only select 

bids for up to four years in duration. (Page 9) 

DOES APS’ RELUCTANCE TO SOLICIT BASELOAD AND CYCLING 

PRODUCTS ILLUSTRATE ANOTHER CONCEPTUAL PROBLEM WITH 

THE SOLICITATION METHODOLOGY PROPOSED I N  THE STAFF 

REPORT? 

Yes, APS seems to just be following the Staff methodology in bidding out only 

the unmet amounts of capacity and energy that its own generating units cannot 

provide. This is what they call their “unmet reliability needs”. This is the right 

approach to take for bidding capacity, but there is no good reason to limit the 

amount of energy bid out to the amount of energy that cannot be generated by the 

company’s own generating assets. Soliciting bids for generating capacity is more 

fundamental, because once a utility has enough capacity, the dispatch of that 

capacity, which yields the amount of energy needed from each generating unit, 

will be determined by the variable cost for each M W  of capacity and the demand 

in each hour. Thus, bids should be solicited for all types of capacity - low, 

medium, and high cost capacity, with low, medium, and high variable costs. 

Q. 

A. 

The least-cost planning process, through the use of a dispatch model, will 

determine how much energy should come from each kind of capacity. Again, it 

may be cheaper, as indicated above, for some of the energy that could have been 

produced by a utility’s generating units, to be displaced by lower variable cost 

capacity that would be bid into a well-constructed solicitation process. Whatever 

solicitation process is used, the bids solicited by each distribution utility should 
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not be limited with respect to the total amount of energy requested. The amount 

of energy that it is optimal to take each year from each capacity option offered 

will automatically be determined as an outcome of the least cost planning process, 

if one is used. 

WHAT DOES MR. CARLSON SAY ABOUT HOW AF’S WILL DETERMINE 

THE PORTFOLIO OF RESOURCES THAT WILL RESULT FROM THE 

TRACK B PROCESS? 

Mr. Carlson is not at all clear as to what methodology APS will use to select its 

final resource portfolio as a result of the Track B process. On page 16 of his 

testimony, Mr. Carlson states “there is no magic formula, and if there were, I 

would not disclose it to potential suppliers in this public forum.” “You study the 

market (both present and future), weigh credit considerations, evaluate regulatory 

risk, and factor in the inherent uncertainty of any load forecast.’’ (Page 16) While 

I do appreciate the desire of APS to be able too exercise sound business judgment 

as part of the Track B process, APS also needs to understand that judgment alone 

is not a prudent way of selecting a final resource portfolio. This is why formal 

least-cost planning or XRP methodologies were developed by the utility industry, 

and why Arizona had XRP rules in force in the past. A systematic resource 

selection methodology is required to yield reasonable elictric rates. The 

Commission cannot allow N S ,  or any other utility, to just use their judgment in 

this unspecified way. To do so would not represent prudent planning. 

DO YOU HAVE ANY CONCERNS ABOUT THE BID EVALUATION 

PROCESS THAT MR. KUTCHENS PROPOSES FOR TEP? 

Q. 

A. 

. 

Q. 
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A. Yes, I do. On the whole, TEP’s proposed approach for their bid evaluation 

process is much better than APS’ proposed approach. On page 4 of his testimony, 

Mr. Hutchens acknowledges that the amount of energy that might be acquired as a 

result of the bid evaluation process could be greater than the amount of energy 

included in the “contestable load,” which is the energy that could not be produced 

by the company’s generating assets. In addition, on page 10, Mr. Hutchens states 

that TEP will perform “a least cost analysis of the bids.” It is only after that least- 

cost analysis is completed that TEP will determine how much of the capacity and 

energy from each bid to purchase. This is the correct logical sequence for 

carrying out a bid evaluation process. 

However, one concern that I have with the TEP process is that TEP still 

seems to be significantly limiting the types of generation products that they will 

solicit. These products are listed on lines 7-10 of MI. Hutchens’ testimony. 

While the range of products listed here appears to be somewhat broader than the 

range of products that APS has proposed soliciting, there should be no limitations 

placed on the types of products that either TEP or APS should solicit. I believe 

that Arizona’s utilities should solicit all the potentially favorable types of electric 

generating capacity and products that the wholesale market will offer, and then 

determine the most cost-effective types of bids to accept during the least-cost 

planning process. By definition, if any types of bids are prematurely excluded, 

the resulting least-cost portfolio will not have as low a cost as it might otherwise 

have had. It is also not clear from Mr. Hutchen’s testimony what range of 

durations over which TEP will solicit bids. But, again, I urge the Commission to 
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require that all distribution utilities seek a full range of durations for bids, because 

there may be some good long-term bargains available now that could help these 

utilities meet their load growth over a longer period than just 2003-2006. By 

comparing the bids received from the wholesale market to cost-of-service based 

bids for new utility-owned generation resources that I believe the Commission 

should require from the regulated utilities themselves in the context of a least-cost 

planning process, the utilities will be able to determine if it is a good time to make 

some longer term purchases. 

DO YOU AGREE WITH TEP THAT THEY SHOULD BE ABLE TO 

INCLUDE THE TWO COMBUSTION TURBINES COiMPLETED W THE 

SUMMER OF 2001 TOTALING 95 M W  IN THEIR LIST OF EXISTING 

ASSETS? 

Yes, I do. I cannot understand why it would not be appropriate to include these 

two relatively new units in TEP’s list of existing generating resources for the 

purpose of determining TEP’s remaining capacity needs to be bid out. This is 

especially true since TEP constructed these generating units within their regulated 

utility affiliate. . 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Q. 

A. 

Q. 

A. Yes, it does. 

40 Direct Testimony of Dr. Richard A. Rosen 
Tellus Institute 

Docket No. E-00000A-02-005 1 ET.AL. 



Exhibit-(RAR- 1) 
Page 1 of 23 

RICHARD A. ROSEN 

Ph.D. 
M.A. 
B.S. 

1998-2001 

1997-present 

1993-1997 

1991-present 

1977-present 

1978-1980 

1979 

1976-1978 

1974-1976 

1973 

Executive Vice-president 
Treasurer 

Senior Research Director 
Tellus Institute 

11 Arlington Street 
Boston,MA 02116 USA 

Tel. (617) 266-5400 
Fax. (617) 266-8303 

Email: rrosen@ tellus.org 

Education 

Physics, Columbia University, 1974 
Physics, Columbia University, 1969 
Physics and Philosophy, M.I.T., 1966 

Experience 

Director of Energy Group, Tellus Institute 

Manager of Electricity Group, Tellus Institute. 

Director of Energy Group, Tellus Institute. 

Director of Pl&ing, Tellus Institute. 

Energy Group. Responsibility for a broad range of research on integrated resource planning 
energy conservation; electric generation planning issues; and modeling studies of 
long-range energy demand, utility system reliability, energy demand curtailment, and 
environmental externalities and energy planning. 

Consultant to Brookhaven National Laboratory. 

Consultant to the National Academy of Sciences, Puerto Rico Energy Study Committee. 

Assistant Physicist, Economic Analysis Division, National Center for the Analysis of 
Energy Systems, Brookhaven National Laboratory. 

National Research Council - National Academy of Sciences Resident Research Fellow, 
Goddard Institute for Space Studies, New York. 

Instructor, Putney - Antioch Graduate School. 

http://tellus.org


Exhibit-(RAR-1) 
Page 2 of 23 

Agency 

Public Service 
Commission of 
Wisconsin 

Arizona Corporation 
Commission 

Arizona Corporation 
Commission 

Arizona Corporation 
Commission 

United States District 
Court for the 
Southern District of 
Ohio - Eastern Division 

Colorado Public 
Utilities Commission 

Wisconsin Public 
Service Commission 

Case or 
Docket No. 

05-CE-117, 
05-CE-130, 
05-E-109 
(Tellus 
02-070) 

E-00000A- 
02-005 1 
(Tellus 
02-072) 

E-04345A 
01-0822 
(Tellus 
01-199) 

E-01032C- 
00-075 1 
(Tellus 
00- 172) 

C2-990 1 18 I 
(Tellus 
00-205) 

00A-600E 
(Tellus 
00-204) 

05-CE-113 
(Tellus 

Date 

August 
2002 

September 
2002 

May 
2002 

March 
2002 

February 
2002 

November 
2001 

August 
2000 

March 
2001 

Nov. 
2000 

Testimony 

Topic 

Review components of Phase I of proposed 
Power The Future investment plan; recommend 
changes in assumptions and methodology to 
improve WEPCO’s Application for both Phase I 
and Phase II 

Surrebuttal testimony in above dockets 

Market Power in the Context of Deregulated 
Electricity Markets 

Arizona Public Service Company’s Request 
for a Variance of Certain Requirements of 
A.A.C. R14-2-1606 

Citizens Communications Company wholesale 
purchased power costs 

Evaluation of whether Ohio Edison should have 
forecasted that 11 activities undertaken at W.H. 

. Sammis plant would cause net emissions increases 
exceeding the allowable Clean Air Act thresholds 
for SO,, NO,, and PM,, at the time the activities 
occurred 

Supplemental Expert Testimony in above docket, 

Review of evidence filed by Public Service 
Company of Colorado in support of a proposed 
transmission line and high voltage DC converter 
between Lamar, CO and Holcomb, KS 

Review and critique of Application 
supporting construction of Arrowhead- 

Richard Rosen Tellus Institute 



Colorado Public 
Utilities Commission 

Colorado Public 
Utilities Commission 

New Hampshire 
Public Utilities 
Commission 

New Hampshire 
Public Utilities 
Cornmission 

Delaware Public 
Service Commission 

Federal Energy 
Regulatory Commission 

Arizona Corporation 
Commission 

99-207) 

99A-549E 
Phase I 
(Tellus 
00-128) 

00A-007E 
(Tellus 
00-02 1) 

DE99-099 
(Tellus 
99- 1 36) 

DE 99-099 
(Tellus 
99-136) 

99-457 
(Tellus 
99-145) 

Dec. 
2000 

Nov. 
2000 

March 
2000 

Dec. 
1999 

Nov. 
1999 

Nov. 
1999 

Dec. 
1999 

EC97-56-000 Sept. 
ER974669-000 1999 
(Tellus 97-230) 

RE-00000C- July 
94-0 1 65 1999 
(Tellus 
98-147) 

Exhibit-(RAR- 1) 
Page 3 of 23 

Weston transmission line 

Sur-rebuttal Testimony in above docket 

Review of the adequacy of PSCo’s selection 
of the electric generation resource bids that it has 
chosen for its final CRP plan 

Review of methodologies on which PSCo’s 
summer peak demand and sales forecasts are 
based, and recommendations how its load 
forecasting could, and should, be improved 

Discussion of the Transition Service Energy 
Charges that might be applied in New 
Hampshire 

Non-rate design aspects of the proposed 
Settlement Agreement between PSNH and 
the State of New Hampshire 

Analysis of the stranded cost-related issues 
in the Delaware Electric Cooperative, Inc.’s 
filing and sponsoring of an estimate of stranded 
costs for the DEC 

Rebuttal testimony 

Description of, and results of, an independent 
analysis of market power performed to demonstrate 
potential impact on regional electricity prices of 
proposed KCPLjWestern Resources merger, and to 
illustrate severai key aspects of how market power 
analysis for a merger should be done 

The status of settlement discussions between 
Residential Utility Consumer Office (RUCO) 
and Citizens Utilities Company-Arizona Electric 
Division, and sunmary of concerns about CUC- 
AED’s stranded cost recovery plans 

Richard Rosen Tellus Institute 



Public Utilities 
Commission of 
New Hampshire 

Missouri Public 
Service Commission 

Arizona Corporation 
Commission 

New Mexico Public 
Utility Commission 

Public Utilities 
Commission of 
Nevada 

Maine Public 
Utility Commission 

DR 96-150 June 
(Tellus 1999 
9 8 -237) 

Case No. April 
EM-97-5 15 1999 
(Tellus 97-230) 

E 4  1933A-98- 
0471; 

0772; 
E-01345A-98- 
0473 
E-01345A-97- 
0773 and 

165. (Tellus 

E-01933A-97- 

U-OOOOOC-94- 

98-147) 

286712868 
(Tellus 
98-195) 

98-7023 
(Tellus 
98-1 11) 

97-580 
(Tellus 
98-007) 

November 
1998 

November 
1998 

November 
1998 

May 
1998 

August 

Exhibit-(RAR- 1) 
Page 4 of 23 

Clarification of the regulatory policy implications 
of the New Hampshire Supreme Court decision of 
December 23, 1998, as it applies to the future 
recovery of stranded costs in the rates that the PUC 
will set for Public Service of New Hampshire 

Review and critique of the analyses of market power 
specific to the proposed merger of Kansas City 
Power & Light Company and Western Resources, 
performed by Dr. Robert Spann on behalf of the 
Applicants. Also a description of, and the results of, 
an independent analysis of market power performed 
in order to demonstrate the potential impact on 
regional electricity prices of the proposed merger. 

Analysis of various filings related to the unbundled 
service tariffs, stranded cost recovery proposals 
for Arizona Public Service and Tucson Electric 
Power Company, and various other aspects of their 
restructuring proposals 

Application of Residential Electric Incorporated 
for a CCN to provide electric service and its request 
that Public Service of New Mexico offer 
transmission, distribution, and customer-related 
services, at unbundled rates 

Analysis of stranded generation costs of Sierra 
Pacific Power Co. and the Nevada Power Co.; 
analysis of condiGons under which competitive 
wholesale power markets could be created in 
Nevada, particularly given the severe transmission 
constraints in the state 

Central Maine Power’s proposed Standby rates and 
related policy issues 

Surrebuttal testimony in above docket 

Richard Rosen Tellus Institute 



Exhibit-(RAR- 1) 
Page 5 of 23 

1998 

Maine Public 
Utility Commission 

New Hampshire Public 
Utilities Commission 

New Mexico Public 
Utility Commission 

New Hampshire Public 
Utilities Commission 

Arizona Corporation 
Commission 

New Jersey Office 
of .Administrative Law 

97-580 April 
(Tellus 1998 
98-007) 

Alternative estimate of value of stranded costs 
of Central Maine Power Company based on three 
changes to their methodology, and alternative 
estimate of CMp's non-utility generation stranded 
costs arising from the Regional Waste Systems 
purchased power contract 

DR 98-012 April 
(Tellus 1998 
98-019) 

Proposed Offer of Settlement in the Granite 
State Electric Company restructuring docket 

276 1 April 
(Tellus 1998 
97-135) 

Investigation of the potential of using market 
pricing for the unbundled generation portion of 
rates in a way that will allow Public Service 
Company of New Mexico to realize the fair market 
value of its generation plant over the long run, 
beginning with the test year 1996 

DE97-25 1 March 
(Tellus 1998 
9 8-0 19) 

U-0000-94- Jan. 
165 1998 
(Tellus 
97-289) 

Feb. 
1998 

BPU E09707- Jan. 
0465 1998 
OAL PUC- 
7309-97 
BPU E09707- 
0464 
OAL PUC- 
73 10-97 

Evaluation of whether or not the proposed transfer 
of the generating assets and purchased power 
agreements of the New England Power Company 
to USGenNE is in the public interest for the 
citizens of New Hampshire 

Public policy recommendations on key issues 
related to calculation, sharing, and recovery of 
stranded costs; presentation of "retail generation 
service" methodology for computing stranded costs 

Sur-Rebuttal testimony in above docket 

The importance of pricing retail generation services 
for use in the appropriate methodology for making 
stranded cost calculations (Rockland Electric 
Company) 

Tellus 
(97-203/A4) 

Richard Rosen Tellus Institute 



Exhibit-(RAR- 1) 
Page 6 of 23 

March 
1998 

Sur-rebuttal Testimony in above docket 

New Jersey Office 
of Administrative Law 

New Jersey Office 
of Administrative Law 

New Jersey Office 
of Administrative Law 

Public Utility 
Commission of Texas 

Michigan Public 
Service Commission 

Richard Rosen 

BPU E097070 Nov. Importance of pricing retail generation services 
456 1997 for use in the appropriate methodology for 
OAL. PUC 73 1 I - making stranded cost calculations (Atlantic City 
97 
(Tellus 97- 
203/A6) 

BPU E09707 
0459 
OAL PUC- 
7308-97 
BPU E09707 
045 8 
OAL PUC- 
7307-97 

(Tellus 97- 
203lA3) 

BPU E09707 
0462 
OAL PUC- 
7347-97 
BPU E09707 
046 1 
OAL PUC- 
7348-97 
(Tellus 97- 
203/A1) 

473-96-2285 
and 16705 
Tellus 
97-046) 

U-11283 
(Tellus 
97-093) 

Electric) 

Nov. 
1997 

Pricing of retail generation services relative 
to the appropriate methodology for making 
stranded cost calculations (Jersey Central Power & 
Light dba GPU Energy) 

Nov. 
1997 

Pricing of retail generation services relative to 
the appropriate methodology for making stranded 
cost calculations (Public Service Electric & Gas 
Cpmpany) 

Jan, 1998 Sur-rebuttal testimony in above dockets 

Competitive issues Sept. -1 . 
1997 

May Recommendations on key policy issues related to 
determining the appropriate division between 
transmission and local distribution facilities, and the 
appropriate cost allocations, as required under 
FERC Order No. 888 using FERC’s seven-point test 

1997 

Tellus Institute 



Exhibit-(RAR-1) 
Page 7 of 23 

Michigan Public 
Service Commission 

New York Public 
Service Commission 

New York Public 
Service Commission 

New Y ork Public 
Service Commission 

Missouri Public 
Service Commission 

Federal Energy 
Regulatory Commission 

Maryland Public 
Service Commission 

Illinois Commerce 

U-11337 
(Tellus 
97-093) 

96-E-0898 
(Tellus 
97-009) 

96-E-0897 

97-009) 
(Tellus 

96-E-089 1 
(Tellus 
97-009) 

EM-96-149 
(Tellus 
96-2 14) 

EC96-10-000 
(Tellus 
96-050F) 

8725 
(Tellus 
96-050) 

95-055 1 

May 
1997 

May 
1997 

April 
1997 

February 
1997 

Nov . 
1996 

Sept. 
1996 

July 
1996 

March 

Recommendations on key policy issues related to 
determining the appropriate division between 
transmission and local distribution facilities, and the 
appropriate cost allocations, as required under 
FERC Order No. 888 using FERC’s seven-point test 

Public policy recommendations on key issues 
related to stranded costs, a preliminary range 
of estimates of the stranded generation costs 
of Rochester Gas and Electric Corp., and public 
policy recommendations on key issues related to 
market structure, market power, and the likelihood 
of RG&E’s proposed retail access program actually 
leading to competition 

Public policy recommendations on key issues 
related to stranded costs, a preliminary range 
of estimates of the stranded generation costs of 
Consolidated Edison Company of New York, Inc., 
and public policy recommendations related to 
market structure and market power 

Public policy recommendations on key issues 
related to stranded costs, a preliminary range 
of estimates of the stranded generation costs of 
New York State Electric and Gas Company, and 
public policy recommendations on key issues 
related to market structure and market power 

. Various issues related to market power 

Review of the joint application of 
Baltimore Gas & Electric Company and 
Potomac Elect& Power Company for 
approval of their proposed merger and 
organization 

Review of the joint application of BGE and 
PEPCO for approval of their proposed merger 
and reorganization 

Review of joint application of Central 

Richard Rosen Tellus Institute 



Ex hi bi t-(R AR- 1) 
Page 8 of 23 

Illinois PSC, ClPSCO Incorporated, and 
Union Electric Company for approval of their 
proposed merger and reorganization 

Commission (Tellus 
9 5 -302) 

1996 

Vermont Public 
Service Board 

5724 
(Tellus 
94-064) 

July 
1994 

Review of Central Vermont Public Service's 
planning for its power supply resources 
over the past 5 years and its management of its 
resource portfolio 

94-0065 
(Tellus 
94- 1 12A) 

June 
1994 

Assessment of the extent to which Byron 2, 
Braidwood 1 and Braidwood 2 nuclear 
units may be considered used and useful for 
ratemaking purposes by Commonwealth Edison, 
and recommendation of an appropriate ratemaking 
treatment of the units based on this assessment 

Illinois Commerce 
Commission 

July 1994 Rebuttal Testimony in above docket 

Oral Testimony (no written testimony) on 
establishment of IRP rules for electric and 
gas utilities 

Kansas Corpora- 
tion Commission 

180,056-U February 
1994 

Critique of HECO IRJ? plan. Recommendations 
re: better and simpler approach to taking 
environmental externalities into account in 
integrated resource planning 

Public Utilities 
Commission of 
Hawaii 

7257 
(Tellus 
93 - 144A3) 

December 
1993 

Review application of Arkansas Electric 
Cooperative Corporation (AECC) for a certificate 
of public convenience and necessity for the 
construction, ownership, operation, and mainten- 
ance of a hydro-electric generating facility at Dam 
No. 2 ("H.S. #27 on the Arkansas River 

Arkansas Public 
Service Commission 

93- 1 32-U 
(Tellus 
93-148) 

November 
1993 

January 
1994 

Sur-Rebuttal Testimony in above docket 

Review of ratemaking aspects of the Clean Air 
Act Compliance plans of Georgia Power Company 
and Savannah Electric and Power Company 

Public Utilities 
Commission of 
Georgia 

4252-U 
(Tellus 
93-100) 

August 
1993 

Tellus Institute Richard Rosen 



Pennsylvania Public 
Utility Commission 

Public Utilities 
Commission of Ohio 

Georgia Public 
Service Commission 

Public Utilities 
Commission of Ohio 

Public Service 
Commission of the 
State of Georgia 

U.S. Bankruptcy 
Court - Manchester, 
NH 

Public Utilities 
Commission of 
Ohio 

Richard Rosen 

A-ll03OO 
F. 051 

(Tellus 
92-026) 

9 1 -635-EL- 
FOR 

FOR 

FOR 
(Tellus 

92-3 12-EL- 

92- 1 172-EL- 

92- 165) 

4133-U, 
4136-U 
(Tellus 
92-078) 

92-708-EL- 
FOR 

FOR 
(Tellus 

92-1123-EL- 

92-041A) 

4131-U, 
.4136-U 
(Tellus 
9 1-266) 

BK-9 1 - 
11336 
Chapter 11 

91410- 
EL-AIR 
(Tellus 
9 1482) 

July 
1993 

April 
1993 

October 
1992 

September 
1992 

June 
1992 

March 
1992 

December 
1991 

Exhibit-(RAR- 1) 
Page 9 of 23 

Critique of certain aspects of the Joint 
Applicants' filing with respect to whether 
the Joint Applicants have satisfied the 
requirements of the Pennsylvania PUC' s 
siting regulation 

Comments and recommendations re: 
Cincinnati Gas & Electric Company's 
integrated resource plan submitted 
in the Company's 1992 Electric Long 
Term Forecast Report 

Review of the need for new capacity on the 
Georgia Power Company, Savannah Electric & 
Power Company, and Southern Company system 
over the next three years, 1992-1995 

Comment on Centerior Energy Corporation's 
integrated resource plan and Clean Air Act 
compliance plan submitted in the Company's 
Long Term Forecast Report; specific 
recommendations for action on behalf of the 
COmpanY to improve components of its resource 
and Clean Air Act compliance planning process 

Adequacy of the 1992 Integrated Resource Plans 
of Georgia Power Company (GPC) and Savannah 
Electric Power Company (SEPCO) 

Adequacy of bankruptcy plan filed 
by New Hampshire Electric Cooperative, 
InC. -. . 

Ratemaking treatment of Cincinnati Gas & 
Electric Company's 39.63% share in the Zimmer 
plant under the jurisdiction of the Public 
Utilities Commission of Ohio (PUCO) 

Tellus Institute 



Public Utilities 
Commission of 
Ohio 

Maine Public 
Utilities Commission 

New Hampshire Public 
Utilities Commission 

Florida Public 
Service Commission 

Michigan Public 
Service Commission 

Vermont Public 
Service Board 

Pennsylvania Public 
Utility Commission 

Florida Public 
Service Coinmission 

92-418- 
EL-AIR 
(Tellus 
91-091) 

89-193, 
89-194, 
89-195 
(ESRG 89- 
189B & 
90-039) 

DF 89-085 
(ESRG 90- 
05 1) 

891345-E1 
(ESRG 90- 
0 17) 

U-9458 
(ESRG 89- 
158) 

5330 

078) 
(ESRG 89- 

R-89 1364 
(ESRG 89- 
9OA) 

881 167-E1 
(ESRG 89- 
034) 

December 
1991 

August 
1990 

July 
1990 

September 
1990 

April 
1990 

February 
1990 

December 
1989 

February 
1990 

February 
1990 

October 
1989 

May 
1989 

Exhibit-(RAR- 1) 
Page 10 of 23 

Ratemaking treatment of Columbus Southern 
Power Company's 24.20% share in the Zimmer 
plant under the jurisdiction of the Public 
Utilities Commission of Ohio (PUCO) 

Review of Bangor Hydro-Electric Company's 
solicitation of bids with a request for proposals 
dated July 24, 1989, and its approach to the 
evaluation of the respondents' bids. 

Assessment of Eastern Utilities Associates' 
Plan to acquire l J " I L  Corporation: Issues 
Affecting NH Consumers 

SupplementaI Testimony in above docket. 

Rate base treatment of Gulf Power 
Company's 63-MY ownership share of 
the Scherer 3 generating unit. 

Implications of excess capacity on the Indiana 
Michigan system for the costs that should be 
included in the Company's 1990 PSCR plan. 

Presentation of results of ESRG Study: The 
Role of Hydro-Quebec Power in a Least-Cost 
Energy Resource Plan for Vermont. 

Further Testimony in above Docket 

Surrebuttal Testimony in above Docket 

-. . 

Recommendations regarding the proper 
ratemaking treatment for PECo's Limerick 2 
nuclear unit. 

Ratebase Treatment of Gulf Power Scherer 3 
Capacity 
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Pass Through of Performance Incentive 
Program Charges by New England Power 
Company 

Evaluation of the Need and Justification 
for 210 MW CTs at Benning Road Site 
Proposed by PEPCO 

Rebuttal Testimony 

Review of the Appropriate Avoided Costs 
for the CPCo System 

Rebuttal Testimony 

Review Related to the Staffs Evaluation 
of the Desirability of the Purchase of Power 
from Hydro Quebec Proposed by Central Maine 
Power 

Supplemental Testimony 

Review of Pennsylvania Power Company’s 
Requested Recovery of Purchased Power 
costs 

Investigation into Pennsylvania Power 
Company’s Share of Perry 1 Nuclear Unit 
and Assessment of Physical Excess Capacity. 
Direct and Rebuttal Testimony. 

Review of the Application of Consumers 
Power Company to Recover Its Midland 
Investment 

Investigation into Whether Perry 1 and 
Beaver Valley 2 Capacity Is Economically 
Used and Useful on the Duquesne System. 
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Palisades Performance Standards 

Power Supply Cost Recovery Plan for 
Detroit Edison 

Power Supply Cost Recovery Plan for 
Consumers Power 

Power SuppIy Cost Recovery Plan for 
Upper Peninsula Power Company 

Power Supply Cost Recovery Plan for 
Indiana & Michigan Company 

Construction of a Transmission Line and 
Transmission Facilities in Southwestern 
Utah 

Shoreham - Rate Moderation 

Surrebuttal 

Wolf Creek Excess Capacity and the 
Pmdency of Company Planning 

Callaway Excess Capacity and a Review 
of Union Electric Planning 

-. . 
General Investigation by the Commission 
of the Projected Costs and Related 
Matters of the Wolf Creek Nuclear 
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Michigan Public U-8020 January Power Supply Cost Recovery Plan for 
Service Commission 1985 Detroit Edison Company 

Massachusetts 84-49,84-50, January Economics of Completing Seabrook 1 for 
Department of 84-140,627, 1985 Four Massachusetts Utilities 
Public Utilities 1656 & 1957 

List of other testimony prior to 1985 available upon request. 
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1998 

1998 

1998 

1998 

1998 

1998 

1997 

1997 

Comments on the Interim Pricing Report on New York State’s Independent System 
Operator. Prepared for the Public Utility Law Project. Tellus No. 00-213. Co-author. 

A Comparison of Studies by US. DOE and Stone & Webster on the Effect of Electric 
Restructuring in Colorado. A Report Prepared for: National Rural Electric Cooperative 
Association. Tellus Study No. 99-085. September. Co-author.. 

Comments of the OCC to the Colorado Electricity Advisory Panel on Market Power. The 
Potential Exercise of Horizontal Market Power in a Deregulated Colorado Electricity 
Market. Tellus No. 98-124. June. Co-author. 

Funding for Energy-Related Public Benefits: Needs and Opportunities With and Without 
Restructuring. A report to the Governor’s Office of Energy Conservation. Tellus Study No. 
98-002JC2, May. Co-author. 

New England Tracking System (NETS). A report of the New England Governors’ 
Conference, Inc. Tellus Study No. 97-063. October. Project manager. 

“Analysis and Recommendations of Residential Utility Consumer Office Regarding the 
Tucson Electric Power Company’s Stranded Cost Filing.” Comments to Arizona 
Corporation Commission. Docket No. E-0 1933A-98-047 1. September. Co-author. 

“Analysis and Recommendations of Residential Utility Consumer Office Regarding the 
Arizona Public Service Company’s Stranded Cost Filing.” Comments to Arizona 
Corporation Commission. Docket No. E-10345A-98-0473. September. Co-author. 

“Analysis and Recommendations of Residential Utility Consumer Office Regarding the 
Citizens Utilities Company’s Stranded Cost Filing.” Comments to Arizona Corporation 
Commission. Docket No. E-1032C-98-0474. September. Co-author. 

”Modeling Electricity Pricing, .in a Deregulated Generation Industry: The Potential for 
Oligopoly Pricing in a Poolco,” the Energy Journal. Vol 19, no. 3. June. Co-author. 

-I . 
Use of Computer Simulation Models to Analyze Market Power in Electricity Markets. 
Comments of Tellus Institute before the Federal Energy Regulatory Commission. Docket 
No. PL98-6-000. Tellus No. 98-074. June. Co-author. 

Restructuring the Electric Industry in Delaware. A Draft Report by the Delaware Public 
Service Commission Staff. PSC Docket No. 97-229. Tellus Study No. 96-099. 
November. Co-author. Final Draft Report. 

Comments on NEPOOL Executive Committee Market Power Analysis and Mitigation 
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Filings. A report for: The New England Conference of Public Utility Commissioners 
(NECPUC). Tellus No. 97-054. July. Co-author. 

Sustainable Electricity for New England: Developing Regulatory and Other Governmental 
Tools to Promote and Support Environmentally-Sustainable Technologies in the Context of 
Electric Industry Restructuring. The REST Project. A report to the New England 
Governors’ Conference, Inc. Tellus No. 95-3 10. January. Project manager. 

Comments on FERC’s CRT NOPR in Docket No. RM96-11-000. 
National Association of State Utility Consumer Advocates. 
October. Principal investigator. 

Submitted to: The 
Tellus Study No. 96-142. 

Potential Costs and Benefits of Electric Industry Restructuring. Tellus No. 95-95-190. 
July. Co-author. 

Achieving Eficiency and Equity in Nevada’s Electric Industry - Comments Submitted by 
the Attorney General’s Ofice of Advocate for Customers of Public Utilities on Issues Posed 
by the State Assembly in A.C.R. #49 Directing a Study of Competition in the Generation, 
Sale, and Transmission of Electricity. Tellus Study No. 95-153Al. January. Co-author. 

Promoting Environmental Quality in a Restructured Electric Industry. A Report to: The 
National Association of Regulatory Utility Commissioners. Tellus Study No. 95-056. 
December. Co-author. 

Power Pools and Least-Cost Compliance with the Clean Air Act. A Report to: the Pew 
Charitable Trusts. Tellus Study No. 94-1 13. October. Principal investigator. 

Costing Energy Resource Options: An Avoided Cost Handbook for  Electric Utilities. 
Tellus Study No. 93-25 1. September. Principal investigator. 

Discussion Paper: An Overview of the Generic Issues Related to the Amendment to 
Illinois Senate Bill 1058. Submitted to the Illinois Consumer Utility Board. Tellus Study 
No. 95-210. September. 

Tellus’ Initial Comments on CEEP’s Discussion and Conclusions of its Electric 
Competition Investigation (PA PUC Docket No. 1-940032). Submitted to: Pennsylvania 
OEce of Consumer Advocate. Tellus Study No. 94-012. *September. Co-author. 

Analysis of Economics of the Sherman Biomass Generating Unit. 
Wheelabrator Environmental Systems, Inc. Tellus Study No. 95-154. May. Co-author. 

Prepared for: 

Order on Application for Reconsideration, Formal Case No. 813, Order No. 10590. Public 
Service Commission of the District of Columbia. Tellus No. 94-05 1. March. 
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Order on Application for Reconsideration, Formal Case No. 81 3, Order No. 10554. Public 
Service Commission of the District of Columbia. Tellus No. 94-05 1. January. 

In the Matter of a Notice of Inquiry to Consider Section ID of the Energy Policy Act of 
1992 - Integrated Resource Planning and Energy Efficiency Investments in Power 
Generation and Supply for Electric Utilities. Docket No. 94-342-U. Prepared for: 
Arkansas Public Service Commission. Tellus No. 92-1 53A4. January. Co-author. 

Competition and the Tennessee Valley Authority. White paper prepared for TVAS Board 
of Directors. Tellus Study No. 94-096. October. Co-author. Draft. 

Independent Advisors to the Tennessee Valley Authority’s Board of Directors 
during the Utility’s Development of its First Integrated Resource Plan. Tellus Study No. 
94-096. May 1994-December 1995. Project manager. 

Report on Notice of Advanced Rulemaking Relating to Commission Review of Siting and 
Construction of Electric Transmission Lines. Submitted to: Pennsylvania Office of 
Consumer Advocate. Docket No. L-0094009 1. Tellus Study No. 94-223. December. Co- 
author. 

“Comments in Response to Edison Electric Institute’s Petition for Statement of Policy on 
the Ratemaking Treatment of the Costs Associated with SOz Emissions Allowances.” 
Docket No. PL95-1-0oO. Federal Energy Regulatory Commission. Tellus Study No. 94- 
113. November. Co-author. 

Electric Transmission Pricing. A report to: American Wind Energy Association. Tellus 
Study No. 94-39. September. Co-author. 

Review of Union Electric Company S Electric Utility Resource Planning Compliance 
Filings.’ Prepared for: The Missouri Office of Public Counsel. Tellus Study No. 93-300. 
April. Co-author. 

r 
Aligning Rate. Design Policies, with Integrated Resource Planning. A report to: National 
Association of Regulatory Utilities Commissioners. Tellus Study No. 92-047. December. 
Co-author. 

A Report to: The Public Service Commission of the Stareof Delaware Regarding Docket 
35: Adoption of the Guidelines for Integrated Resource Planning by Electric Cooperatives. 
Tellus Study No. 93-053. August. Co-author. 

A Report to: The Public Service Commission of the State of Delaware Regarding Docket 
39: PURPA Standards as Amended by the Energy Policy Act of 1992. Tellus Study No. 
93-054. August. Co-author. 
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I. INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Dr. Richard A. Rosen. My business address is Tellus Institute, 11 

Arlington Street, Boston, MA 021 16-341 1 

ARE YOU THE SAME DR. RICHARD A. ROSEN WHO FILED DIRECT 

TESTIMONY ON TRACK B ISSUES7 

Yes, I am. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

The purpose of my rebuttal testimony is primarily to show how IRP and least-cost 

planning principles can help the Arizona Corporation Commission (ACC) to sort 

out the various proposals for the Track B process made by several other witnesses 

in the Track B portion of the docket. These principles will allow the Commission 

to determine which of these proposals make sense because they are consistent 

with least-cost planning, as compared to those proposals that do not make sense 

because they conflict with least-cost planning. I will comment on the direct 

testimony of Mr. Broderick, Mr. Kebler, Mr. Roach and Mr. Mitchell. 

WHAT IS YOUR GENERAT., REACTION TO MR. MITCHELL’S DIRECT 

TESTIMONY? 

I generally agree with everything that Mr. Mitchell says in his direct testimony on 

Track B. I particularly agree with the description on page 6 of his testimony as to 

how a least-cost planning process should be camed out. He makes the same key 

point that I made in my direct testimony, namely that “the only feasible way to 
1 Rebuttal Testimony of Dr. Rchard A. Rosen 
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evaluate the complex interactions between power opportunities associated with 

these bids is to simulate the entire electrical system using computer programs 

designed for this task.” He also agrees with me on page 8 of his testimony that 

the utilities should not limit their solicitations to a small group of specific 

products that appear to be needed, especially not to the ones the utilities list in 

their November 4, 2002 testimony. Finally, if A P S  does not have a dispatch 

model that can “capture the impact of transmission constraints in the simulation 

process” for modeling the dispatch of the company’s power plants, as Mr. 

Mitchell states on page 10, then A P S  will need to obtain better software for 

carrying out that task. An adequate Track B evaluation process should model the 

full transmission system of both A P S  and TEP, including load pockets and RMR 

units. 

MR. BRODERICK RECOMMENDS THAT THE TRACK B PROCESS Q. 

UTILIZE THE NEW ECONOP\/fIC CRITERIA FOR LEAST-COST PLANNWG 

ADOPTED BY THE COLORADO PUC. DO YOU AGREE? 

No. %le I advocate a least-cost planning process, Colorado’s new criterion is 

not quite the correct criterion, for a simple reason. The new economic criterion 

established by the PUC minimizes the net present value of “rate impacts,” which 

means rates. This compares to the traditional least-cost planning criterion which 

minimizes the net present value of revenue requirements, nbt rates. The 

difference is that rate impacts are equal to revenue requirements divided by the 

total retail sales. Thus, the new Colorado criterion is an unweighted calculation, 

namely the rates are not weighted by the amount of power bought at each rate 

A. 

2 Rebuttal Testimony of Dr. Richard A. Rosen 
Tellus Institute 
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level Colorado’s unweighted calculation does not consider any growth in 

demand, and as a result, the new Colorado criterion does not minimize the total 

cost of a given resource portfolio to society, as the traditional criterion does. Yet, 

this latter criterion is the one that makes more sense for use by any public utilities 

commission. The traditional least-cost planning criterion minimizes the present 

value of the total electric bills to customers for a given utility over the relevant 

planning period. 

MR. BRODERICK AND SEVERAL OTHER WITNESSES RECALCULATE 

APS’ UNMET NEED FOR POWER IN EACH YEAR, AND THEY ESTIMATE 

BOTH A NET CAPACITY REQUIREMENT AND A NET ENERGY 

REQUIREMENT. DOES IT MAKE SENSE TO SPECIFY THE NET NEED lN 

TERMS OF BOTH OF THESE QUANTITIES? 

No As I discussed in my direct testimony, it is the net needed amount of capacity 

that is of primary importance. This capacity could be supplied by additional 

generation or by DSM. The amount of energy that this capacity produces in each 

h ture  year will depend on the complete portfolio of resources withn which it is 

evaluated. The same type of capacity product might generate very different 

amounts of energy in two different portfolios. Therefore, the “unmet need” 

assessment should not include any statement about the amount of energy that is 

needed. The amount of energy “needed” from each resource in each year will be 

a natural result of the least-cost planning process, and will be determined by 

running an appropriate dispatch model. This is true for both existing resources 

and new resources, and existing transmission system constraints will strongly 
3 

Q 

A. 
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influence these dispatch results for both new and existing generation resources, 

depending upon where they are located 

SEVERAL WITNESSES SUCH AS MR. BRODERICK HAVE INDICATED 

THAT THERE IS A NEED FOR AN ADJUSTMENT TO THE NET NEED 

CALCULATION FOR THE RMR UNITS OF THE UTILITY SYSTEM. IS 

THIS TRUE7 

The answer to this question depends on the dispatch modeling approach used If 

the least-cost planning model used to determine the least-cost portfolio includes 

all reasonable detail on the transmission constraints that lead to load pockets in 

certain hours of the year, then such a model will be able to determine the capacity 

and energy needs to serve RMR requirements and the more general system 

generation needs simultaneously. This implies that a separate calculation or 

adjustment for RMR needs will not have to be made 

MR. BRODERICK ALSO SUGGESTS ON PAGE 17 OF HIS TESTTMONY 

THAT THE TRACK B PROCESS SHOULD SUBJECT ALL OF A P S ’  GAS 

AND OIL UNITS TO ECONOMIC COMPETITION DO YOU AGREE? 

Yes, I agree with Mr. Broderick on this proposal in the sense that a proper least- 

cost planning process will automatically subject all of APS’ generating units to 

competition in every hour of the year. Whatever the least-cost combination of 

capacity and/or energy from market bids is that can economically substitute for 

the capacity andor energy of any APS (or TEP) generating plant will do SO. 

Again, the information as to which utility units will need to run more or less than 

they have in the past will be automatically provided as the outcome of the 
Rebuttal Teamony of Dr. Richard A. Rosen 
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dispatch of the least-cost resource portfolio. As Mr. Roach states on page 25 of 

his testimony, if the capacity chosen as part of the least-cost plan is dispatchable, 

then “a supplier’s offered prices would determine how much energy it would 

sell.” However, this also implies that Mr. Roach is contradicting himself when, 

on page 29, he accepts the Staffs assumed load factor (really a capacity factor) of 

38 percent when computing APS’ unmet energy need. No specific capacity factor 

can be assumed for this purpose, and, therefore, Mr. Roach’s calculation of the 

unmet energy need for APS is not correct. 

ON PAGE 9 OF HIS TESTIMONY, MR. ROACH IS CONCERNED THAT 

APS’ PROPOSAL TO PURCHASE ECONOMY ENERGY OUTSIDE THE 

CONTEXT OF THE TRACK B PROCESS WILL EXPOSE ITS RATEPAYERS 

TO “RISK IN THE VOLATILE SPOT MARKETS OF THE WEST.” DO YOU 

AGREE? 

No. As long as both APS and TEP acquire a least-cost portfolio of resources that 

includes sufficient generating capacrty to cover their annual peak demand plus 

their required reserve margin, then they will also be able to generate a sufficient 

amount of energy from this portfolio to cover their energy requirements. This 

conclusion follows from the fact that having enough capacity to cover their 

required reserve margin means that their energy needs are also covered to a very 

high degree of reliability. (Ths is true by definition. A required reserve margin is 

determined by making sure that any unmet energy needs are extremely small.) 

Q. 

A. 

In addition, the projected costs of spot market energy would also be 

included in the inputs to the least-cost planning model. Therefore, once the least- 
5 Rebuttal Testimony of Dr. &chard A. Rosen 
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cost portfolio is determined, that portfolio will already take into account a “least- 

cost” level of reliance on the spot market. If, however, cheaper energy than 

assumed in the inputs to the planning analysis turns out to be available for 

purchase on a spontaneous basis in the future, then A P S  is simply proposing to 

purchase that cheaper energy at that time in order to save ratepayers money. This 

is quite reasonable, and will not expose ratepayers to any significant risk, since 

their costs will never be higher than those implied by the initial least-cost plan. 

That plan can only be improved by purchasing economy energy on an “as 

available” basis. 

Q MR. KEBLER STATES ON PAGES 2-3 OF HIS TESTIMONY THAT IT IS 

NOT NECESSARY “TO DISCUSS OR RESOLVE LEAST COST PLANNING, 

DEMAND SIDE MANAGEMENT AND ENVIRONMENTAL RISK 

MITIGATION IN THIS PROCEEDING.” DO YOU AGREE? 

No, I do not agree with this statement by Mr. Kebler. All three of the issues he 

mentions need to be addressed simultaneously in the context of IRP. If any one of 

these issues is omitted, then electric rates to consumers will be unnecessarily high 

A. 

in the long run. Furthermore, one of the reasons that Mi.  Kebler gives for 

maintaining this position is his claim that the Track B process could rely on an 

auction process to select winning bids for standardized generation products. 

However, this can not work, The problem with this proposal is that an auction 

process could never determine how much (how many M W s  of capacity) of each 

standardized product would be part of a least-cost portfolio. Such an auction 

could only determine which bids for a certain standardized product would be the 
6 Rebuttal Testimony of Dr. &chard A. Rosen 
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lowest price bids of that type. These lowest price bids for each standardized 

product would, then, be the ones that should be included in the least-cost 

optimization process. The higher-priced bids for those standardized products 

could be omitted from the least-cost planning process as long as there were 

enough of the lower-priced bids. Thus, there is no auction process that could 

directZy determine which standardized products, and how much of each 

standardized product, it would be prudent for a utility to purchase in each year 

SEVERAL WITNESSES INCLUDING MR. KEBLER URGE THAT THE 

COMMISSION SHOULD PROVIDE A PROMPT PRUDENCY REVIEW FOR 

THE BIDS ACCEPTED DURING THE TRACK B PROCESS, PRESUMABLY 

TO HELP ENSURE THAT THE GENERATORS GET PAID WHAT IS YOUR 

REACTION TO THAT TESTIMONY? 

First, if a utility signs a purchased power contract with an independent power 

producer, the generator will get paid whether or not the utility gets to recover 

those costs from ratepayers, so I do not understand why the potential bidders are 

stressing this point so strongly. Secondly, a prudent selection process may take at 

least 6-8 weeks, plus time for Commission approval through an adjudicated 

hearing process, so the bidders will just have to be patient for the portfolio to be 

approved by the Commission until the purchased power contracts can be 

finalized, as appropriate. Thirdly, if, and only if, a least-cost planning process is 

properly implemented to select the final portfolio of bids for each utility, should 

that process be deemed to convey a significant degree of prudence on each 

individual contract signed as a result of that process. 

Q 

A 
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The type of prudence conveyed by the portfolio selection process would 

be “planning prudence.” Each utility would still need to carry out the contract 

negotiation process, and related implementation tasks needed for the final signing 

of all contracts, prudently, in order for the utility to have been determined to have 

acted prudently with respect to all key Track B issues by the Commission. This 

would include the prudent implementation of all DSM programs selected as part 

of the least-cost portfolio, as well as the signing of any purchased power 

contracts. It would also include the construction of any new generation facilities 

by the utility on a cost-of-service basis, if such a bid was selected as part of the 

least-cost planning process. I have also discussed t h s  issue in my direct 

testimony. 

MR. KEBLER HAS SAID ON PAGE 13 OF HIS DIRECT TESTIMONY THAT 

THE PARTICIPATION OF THE INDEPENDENT MONITOR IN THE 

SOLICITATION PROCESS SHOULD CONVEY A SIGNIFICANT DEGREE 

OF PRUDENCE ON THE SELECTION PROCESS, GIVEN THAT IT DOES 

NOT MAXE SENSE TO USE THE STAFF’S PROPOSED “PRICE TO BEAT” 

APPROACH. DO YOU AGREE? 

No, I do not agree. The Independent Monitor can certainly help assure that the 

selection process for the final portfolio is carried out properly, but, to repeat, only 

if that selection process is a least-cost planning/lRP process can planning 

prudence be conveyed to the end results. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes, it does. 
8 Rebuttal Testimony of Dr Richard A. Rosen 

Tellus Institute 
Docket No. E-00000A-02-0051 ET AL. 
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I. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is E. Douglas Mitchell, and the business address 

is 101 Ash Street, San Diego, CA 92110. I am a 

Regulatory Policy Manager at Sempra Energy Global 

Enterprises. 

WHAT IS YOUR EDUCATIONAL AND RELEVANT PROFESSIONAL 

BACKGROUND? 

I received a Bachelor of Science degree in electrical 

engineering from the University of Florida in 1970 and a 

Masters of Engineering from the University of South 

Florida in 1974. In my current position, I am responsible 

for regulatory policy issues and coordination associated 

with the non-utility businesses of Sempra Energy. This 

includes representing Sempra Energy Resources in 

proceedings such as this one. 

I have previously worked for San Diego Gas & Electric 

Company for over twenty years, primarily in the Generation 

Planning Department. During my tenure at SDG&E, I 

conducted a number of competitive solicitations for a 

combination of short-range and longer-range power 

purchases extremely similar to the one now being 

considered by the Arizona Corporation Commission ('ACC") 

-3- 



for implementation by Arizona Public Service (“APS”) and 

Tucson Electric Power (‘TEP”) . 
I have previously testified before the California Public 

Utilities Commission in numerous situations including 

solicitations associated with its Biennial Resource Plan 

Update, a State Legislative Committee on resource planning 

issues, the California Energy Commission on planning and 

policy issues, and the California Superior Court on 

appropriate resource selection methods. 

Q. WHAT WAS THE OUTCOME OF THOSE SOLICITATIONS ON THE 

ELECTRIC RATES OF SDG&E CUSTOMERS? 

A. SDG&E began this series of power purchase solicitations 

beginning in the early 1980s. Just prior to implementing 

these solicitations, SDG&E had the second highest 

electric rates in the nation. After nine years of these 

competitive solicitations, SDG&E enjoyed the lowest 

Investor-Owned Utility (“IOU,r) electric rates in the 

state for three years in a row. This low-cost position 

was achieved even though the other two state IOUs owned 

large, low-cost hydro facilities while SDG&E did not. 

Q .  HOW WAS SDG&E ABLE TO ACHIEVE SUCH SIGNIFICANT BENEFITS 

FROM ITS COMPETITIVE SOLICITATIONS? 

-4- 
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A. These solicitations were conducted during a period that 

could best be described as a "buyers market". The 

auction process used to solicit interested sellers 

stimulated the marketplace and forced sellers to either 

provide very competitive prices or see their power plants 

sit idle. 

Q. DOES IT APPEAR THAT A "BUYERS MARKET" IS NOW AVAILABLE 

FOR ARIZONA UTILITIES? 

A. There are many indicators that would suggest this is the 

case. One indicator is simply the number of interested 

merchant plant providers actively participating in this 

proceeding. Another indicator is that spot market 

clearing prices for electric products in Western markets 

have remained at very competitive levels for some time 

now. The competitive solicitations conducted this past 

month in neighboring California also show a strong 

interest by merchant power providers to serve load in the 

region. While the results of these solicitations are 

protected by confidentiality restrictions, it is known 

that Southern California Edison ('SCE") is requesting 

approval of a number of pending contracts that were 

judged favorable. San Diego Gas & Electric ("SDG&E") 

also experienced a robust interest in their solicitation 

- 5 -  
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and is also requesting approval a number of pending 

contracts judged to be favorable. 

(2. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A. To encourage the ACC to immediately proceed with the 

adoption and implementation of the Staff's 

recommendations for a competitive procurement process 

designed to comply with the Commission's Decision No. 

65154 in Track 'A" of this proceeding. The current 

timing for this solicitation is excellent and the 

expected results should provide substantial rate benefits 

for the Standard Offer electricity customers in Arizona. 

Additionally, a proposed improvement to the auction 

process is offered to help assure the best possible 

results for the ratepayers. 

11. SUMMARY 

Q. WOULD YOU PLEASE SUMMARIZE YOUR DIRECT TESTIMONY? 

A. The IOUs should immediately begin a comprehensive RFP 

solicitation for power purchases on the schedule 

presented in Staff's October 25, 2002 Report on Track B: 

Competitive Solicitation (page 2 9 ) .  The amount of 

capacity committed through this solicitation should be a 

minimum of its forecasted unmet need for at least the 

next three years and the maximum level of capacity should 

- 6 -  
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be limited only by economic considerations. In other 

words, the utilities should expand their proposed 

solicitations to include the competitive procurement of 

energy when it is available on the open market at a price 

lower than the utilities cost to generate its own power. 

111. THE SOLICITATION PROCESS 

Q. HOW SHOULD THE SOLICITATION PROCESS BE STRUCTURED? 

A. The first two steps identified in the Staff Report appear 

to be appropriate and consistent with ensuring a viable 

and effective auction. These two steps are: (1) Pre- 

solicitation, and (2) Solicitation Preparation. The third 

step, however, does not go far enough in specifying what 

is needed to produce optimum results. However, modifying 

the third step to produce optimum results, requires a 

longer time for implementation of the solicitation. 

Q. WHAT ADDITIONAL SPECIFICATION IS NEEDED FOR THIS THIRD 

STEP AND HOW LONG WILL THIS ADDITIONAL ACTIVITY TAKE? 

A. The additional specification is needed in the “evaluate 

prices”. (Task ID number 23 page 29 of Staff Report) The 

one and only way to determine the value of an auction bid 

is to evaluate it within the context of the fully 

integrated generation operating system. This includes tht 

dual considerations of: (1) providing reliable power, and 

- 7 -  
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(2) achieving the lowest cost possible. The only feasible 

way to evaluate the complex interactions between power 

opportunities associated with these bids is to simulate 

the entire electrical system using computer programs 

designed for this task. These programs can simulate hour 

by-hour system load requirements, the operating 

characteristics of each of the generating units and power 

purchases, known operating procedures and requirements, a 

well as the cost and availability of economy energy 

purchases while simultaneously considering any 

transmission constraints associated with delivery of this 

power. If the utility is unable or unwilling to perform 

this analysis, there is a vendor(s) that can immediately 

provide this service and also provide the information 

needed to model the entire western grid from a recently 

updated database. 

Q. WHAT IS A GOOD WAY TO EFFICIENTLY PERFORM AN ANALYSIS OF 

THIS TYPE? 

A. After the proposals are received at the close of the 

solicitation period, the offers should be pre-screened an( 

sorted into similar groups. (e.g., baseload offers in one 

group, dispatchable peaking resources in another, etc.) 

Within each group a rank ordering should be established 

from the best offers on down. When this grouping and 

- 8 -  
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ranking is complete, the better of the bids in each group 

(or more likely a combination of bids in each group) can 

be incrementally tested in combination with the existing 

generating units (this combination is referred to as a 

“scenario“) in a way that the minimum reserve requirements 

are satisfied. 

The offers obtained in this solicitation are likely to be 

plentiful, and will permit a number of combinations and 

permutations of the better bids to satisfy reserve 

requirements. When a reasonable number of combinations of 

bids are prepared (e.g., three or four scenarios), these 

scenarios should be simulated with the aid of a detailed 

production costing model to determine the scenario that 

produces the minimum total revenue requirements. When 

this single best scenario is determined, the additional 

considerations associated with those items identified in 

the Risk Management Section (Section IV of this testimony) 

can be analyzed. 

(2. HOW MUCH TIME SHOULD BE ALLOCATED TO PERFORM THESE 

DETAILED PRODUCTION COSTING SIMULATIONS? 

A. With a group of four or five professionals familiar with 

computer modeling and knowledge of the operational and 

planning needs of an electric utility, experience has 

- 9 -  
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Q. 

A. 

shown that this task can be completed in approximately six 

weeks. 

CAN A REASONABLE SUBSTITUTE FOR THE DETAILED PRODUCTION 

COSTING SIMULATIONS BE MADE BY LIMITING THE RFP 

SOLICITATIONS TO SPECIFIC PRODUCTS THAT APPEAR TO BE 

NEEDED BASED UPON AN 'UNMET NEED" ANALYSIS? 

In my professional opinion, no. The goal of the RFP 

solicitation stated in the first paragraph of the Staff 

Report is to achieve cost savings for ratepayers. I 

believe this goal cannot be met without a complete and 

detailed examination of the complex interactions inherent 

in a generating system operating within an interconnected 

utility grid. 

Limiting the proposal only to some pre-determined "unmet 

need" exposes customers to potentially higher prices 

because it looks at procuring only what the utility is 

unable to provide physically (i-e., through its own 

generating units) without regard to the combination of 

resources that yields the optimum results. 

For example, while the utilities focus the need for 

peaking-type resources in their expansion plans, it is 

nevertheless important to observe that bid proposals have 

the potential to replace some higher-prices generators in 

their current portfolio mix. A detailed review of these 

-10- 
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opportunities could uncover a baseload or mid-range 

proposal that provides net benefits to ratepayers. 

Q. WOULD YOU PLEASE PROVIDE AN EXAMPLE IN WHICH AN OUTCOME 

FROM AN "ET NEED" ANALYSIS WOULD LIKELY LEAD TO AN 

INCORRECT RESULT? 

A. Yes, one example would be the issues surrounding 

quantities and prices of economy energy deliveries. A 

proper analysis of these transfers is dependent on three 

conditions: (1) knowledge of the system decremental cost 

of the receiving utility ("buyer,,), (2) the quantity 

available and the offering price of the sending utility 

('seller") , and (3) sufficient unused transmission 

transfer capacity must be available to accommodate the 

transaction. Lack of knowledge of any one of these 

components could lead to incorrect conclusions. 

Q. 

A. 

COULD AN INCORRECT CONCLUSION IN THIS AREA BE 

SIGNIFICANTLY DETRIMENTAL TO THE RATEPAYERS IN THE STATE? 

Yes. Given the stated intention of the two Arizona 

utilities to increase their reliance on the receipt of 

economy energy, indeed incorrect conclusions could be 

significantly detrimental. The numbers provided by APS in 

Mr. Ewen's testimony from Schedule PME-13 (and at the 

workshop on November 6 ,  2002) show that the company is 

-11- 
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projecting the dependence on economy energy to grow from 

14% of total Standard Offer load in 2003 to 30% in 2013. 

At this same workshop, APS stated that the computer mode 

used by the company could not capture the impact of 

transmission constraints in the simulation process. 

Therefore, APS appears to be counting on a source of 

energy for almost one third of its needs, but does not 

know if this power can actually flow into the system. 

Q. DO YOU HAVE SIMILAR CONCERNS OVER RESTRICTING THE 

SOLICITATION TO ONLY THE THREE PROPOSED BASIC PRODUCTS? 

A. Yes, only three basic products (i.e., capacity only, 

capacity plus some minimum level of energy, and physical 

“call” options) were proposed for solicitation, based upon 

this same ‘unmet need“ analysis. A more comprehensive 

analysis that considered insights about projected utility 

operations over the planning horizon would show that many 

types of energy products should be considered. 

Q. BASED UPON YOUR EXPERIENCE, WHAT TYPES OF PRODUCTS SHOULD 

BE REQUESTED OF BIDDERS? 

A. There should be no restrictions on energy products, other 

than perhaps on minimum quantities. Attempts to place 

rigid requirements on bidders have the potential to simply 

limit the number of good offers that might otherwise be 

-12- 
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submitted. Experience also shows that bidders often 

ignore these proposed restrictions anyway and submit bids 

on their own terms and conditions. Solicitations that 

propose a contract that follows well-known industry 

protocols, such as the EEI Master Agreement or the WSPP 

Standard Contract will likely help remove any risk premiurr 

that might otherwise be placed in the bid price to 

compensate for uncertainty in this area. 

V. RISK MANAGEMENT 

Q. WHAT IS THE BEST WAY TO EVALUATE BOTH PRICE RISK 

UNCERTAINTY AND PRICE VOLATILITY CONSIDERATIONS? 

A. Setting specific risk tolerance levels on both price risk 

and price volatility is clearly the responsibility of the 

individual utilities with guidance from their regulators. 

The Staff Report, for instances, offers the guidance that 

a solicitation process needs to be designed in such as way 

to ensure that "benefits occur instead of pitfalls." 

However, I would like to comment on the methods used to 

evaluate these risks, and on what utilities generally 

consider prudent. 

The starting point for these evaluations is the lowest 

cost scenario obtained from evaluating the best 

combination of bids (referred to as the Base Case 

scenario). This is the scenario that is subjected to 

-13- 
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additional risk scrutiny. A typical price risk analysis 

is simply the straightforward observation of the tenure of 

the resources in the portfolio. The optimum results 

produce a mix of resource commitments that are half long- 

term (five years or more) and the other half are a mix of 

shorter term (less than five years) and spot market 

purchases. Such a blend of resources will allow price 

level stability in times of high spot prices, and provide 

opportunities to reduce costs if spot market prices are 

lower. 

A price volatility analysis is usually performed as a 

sensitivity evaluation to the base case scenario. Price 

considerations that are known to be volatile (e.g., 

natural gas prices) are tested over a range of potential 

price levels extremes. Evaluating the variances in total 

system costs provides a basis to determine the 

sensitivity of the base case scenario to price volatility 

considerations. If the base case is deemed to be overly 

sensitive to a particular price-related attribute, it 

should be modified to alleviate this undesirable 

characteristic. Changes of this type should be made at 

the discretion of the utility and allowing this leeway 

should be part of the bid selection process. 

- 1 4 -  
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Q. GIVEN THIS METHOD OF RISK EVALUATION AND MITIGATION, WOULD 

A STRATEGY OF RELYING EXCLUSIVELY ON MARKET EXCHANGES SUCH 

AS THE ICE OR BLOOMBERG OFFER A REASONABLE SUBSTITUTE FOR 

AN RFP SOLICITATION? 

A. The exclusive use of a market exchange would contribute 

toward both greater price sensitivity risk and greater 

exposure to price volatility. Neither of these outcomes 

is desirable. 

Market exchanges maintain liquid transaction opportunities 

in short-term energy products only. A total reliance on 

this short-term procurement method would therefore 

eliminate any stability associated with longer-term 

resource commitments at known pre-determined prices. If 

the Arizona utilities ascribe to a target portfolio of 50% 

longer-term resources, this method of acquiring resources 

will ultimately lead to inappropriate acquisitions. 

The price of energy products in virtually all these 

exchanges is closely tied to the prevailing price of 

natural gas. Natural gas-fired power plants represent the 

vast majority of resources ‘on the margin“ that provide 

offers to sell power in these markets. Greater exposure 

to natural gas price volatility is undesirable, 

particularly when this strategy is coupled with a reliance 

on economy energy that, as indicated in the utility’s work 

papers, is also tied to natural gas prices. This “double 

-15- 
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whammy” exposure to gas prices, which are known to 

fluctuate, is not conducive to mitigating price volatility 

risk. In fact, such an approach is likely to lead to 

increased volatility and, ultimately, higher costs for 

consumers. 

An additional consideration about the use of these 

exchanges is the lesson learned from the California 

experience. That lesson is that when supplies become 

tight, sellers will seek and obtain whatever prices the 

market will bear. 

Despite some of these apparent drawbacks, exchanges 

clearly have an important place in the overall functioning 

of wholesale energy markets. Most utility planners, 

however, would not consider it prudent to rely entirely on 

them for all future generation expansion needs. 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

A. Yes it does. 
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Please state your name and employment position. 

My name is David Hutchens. I am Manager of Wholesale Marketing for Tucson Electric 

Power Company. 

What are your job responsibilities at Tucson Electric? 

I oversee the Wholesale Marketing department fbnctions including wholesale gas & 

electricity procurement, resource management, risk management, marketing, scheduling 

and trading. 

Did you participate in the Track B workshops? 

Yes. I have represented TEP in every workshop. 

What is the purpose of your testimony? 

Pursuant to the “Third Procedural Order on Track B Issues”, in Docket E-00000A-02- 

0051 et al., TEP must “fiIe a needs assessment and procurement proposal, sufficient to 

inform the‘Commission in its determination of the minimum amount of power, the 

timing, and the form of procurement as required by Decision No. 65154, together with 

supporting testimony, by noon on November 4, 2002.” This testimony will provide that 

information. 

How is your testimony structured? 

It discusses three areas: (i) Track B Workshop Background; (ii) TEP’s needs 

assessments and associated background information and assumptions; and (iii) TEP’s 

draft procurement proposal. 

Please summarize your testimony. 

TEP’s Contestable Load for purposes of the upcoming competitive solicitation is set forth 

in Exhibit 1. This Contestable Load factors in TEP’s wholesale load and all of TEP’s 

existing reliability must-run generation units. In the upcoming solicitation, TEP intends 

to issue requests for bids on a variety of energy products and ancillary services and will 

use the process generally described in the Commission Staff’s October 25,2002 Report. 

David Hutchens (TEP) Page 1 
Docket Nos. E-00000A-02-0051 et a/. November 4,2002 
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Q: 
A: 

Q: 

A: 

Q: 
A: 

TRACK B WORKSHOP BACKGROUND 

What has been TEP’s involvement in the Track B Workshops? 

TEP has actively participated in every Track B workshop. TEP has provided, and will 

continue to provide, relevant information and data about TEP’s resources, loads and 

needs assessments in a timely manner to facilitate the group’s discussions and agreement. 

What were the conclusions of key issues to TEP that were addressed and resolved to 

TEP’s satisfaction in the Track B Workshops? 

TEP believed that several key TEP-related issues were addressed and resolved in the 

workshops. Those issues were: (i) all of TEP’s generation as of September 1, 2002, 

whether owned or leased, would be included in TEP’s resources for the purpose of 

calculating the “Contestable Load”, including the two new Reliability Must-Run 

(“RMR”) Combustion Turbines (”CTs”) added in 2001 (DeMoss Petrie & North Loop 

#4); (ii) TEP’s wholesale load would be included in TEP’s forecasted needs; (iii) TEP’s 

contestable load would be as set forth in Exhibit 1; and (iv) TEP could have its wholesale 

marketing department involved in the solicitation process because TEP did not intend to 

bid during that process. 

How were these issues apparently resolved? 

The agreement on these issues was dependent on the inclusion of TEP’s wholesale load 

in calculating the contestable load. In short, the amount of Contestable Load represents a 

settlement of all these issues. TEP had contended early in the workshop process that the 

procurement of “any required power that cannot be produced from its own existing assets 

through the competitive procurement process as developed in the Track B proceeding”’ 

should still provide the utility’s management the discretion to create a diverse and 

balanced portfolio of energy purchases. This portfolio would include differing term and 

price structures as well as differing products and procurement timing that met the utility’s 

procurement and risk management needs. With this view in mind, TEP had offered to 

include its wholesale load in the procurement process since TEP would have nothing to 

ACC Decision No. 65154, p. 33. 

David Hutchens (TEP) Page 2 
Docket Nos. E-oooOOA-02-0051 et aL November 4,2002 
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Q: 
A: 

Q: 
A: 

bid in the procurement process if it only included the retail load. This view was based on 

the assumption that “existing assets”, as contemplated by Decision 651 54, included a11 of 

TEP’s assets as of the date of that Decision (September 10, 2002). In the second Staff 

Draft Solicitation Proposal, Staff recommended that two of TEP’s existing Combustion 

Turbines (95 MW in total) installed as RMR units prior to the summer of 2001 should not 

be included TEP’s existing resources. TEP therefore argued that its FERC-approved, 

Market-Based Tariff wholesale contracts should not be part of the load to be covered by 

this procurement process. Through discussion and compromise with the other parties in 

the workshop, TEP agreed to include its wholesale load as long as the two combustion 

turbines were included in TEP’s existing resources and TEP’s wholesale marketing 

department could be involved in the solicitation process. 

What did the October 25,2002 Staff Report reflect concerning these TEP issues? 

The October 25, 2002 Staff Report has taken the opposite side on every issue mentioned 

above, with the exception that wholesale load is still included in TEP’s forecasted needs. 

In particular, Staff recommends that: (i) TEP’s new RMR CTs should not be included in 

TEP’s existing assets,2 (ii) TEP’s contestable load amount should be higher,) and TEP’s 

wholesale marketing department should be precluded from participating in the 

solicitation pro~ess .~ 

What is TEP’s position on the Track B Workshop issues in light of the Staff Report? 

In TEP’s “Track B List of Issues for Hearing” (filed on October 1,  2002),TEP listed the 

above issues as unresolved due to their negotiated settlement nature and interdependence. 

TEP did this to reserve the right to change its position on any of the above issues if any 

others were modified. TEP further believes that the apparent resolution of the issues at 

the workshops was the correct resolution. However, given the Staff Report, TEP believes 

that we may be back to “square one7’ in resolving TEP’s contestable load. 

* October 25,2002 Staff Report, p. 6.  

Id., p. 7. 
4 &p. 19. 
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Did TEP list other issues as unresolved in its “Track B List of Issues for Hearing”? 

No. Throughout the Track B hearings TEP has remained flexible and open-minded with 

solving the issues related to implementing the solicitation process in a fair and timely 

manner. TEP remains committed to the solicitation process timeline and working with 

Staff and the other parties collectively to address the remaining issues. 

TEP’s NEEDS ASSESSMENT 

What is the purpose of the “Needs Assessment”? 

The “Needs Assessment” is intended to determine the “contestable load” for TEP. That 

load is what TEP must acquire through the competitive solicitation process. Pursuant to 

Commission Decision No. 65154, “Contestable Load” is what TEP “shall acquire, at a 

minimum, any required power that cannot be produced from its own existing assets, 

through the competitive procurement process as developed in the Track B proceeding.” 

The Needs Assessment determines a contestable load for both capacity and energy. 

Please provide an overview of TEP’s Needs Assessment Methodology. 

TEP’s Needs Assessment does several things. First, it identifies TEP’s generation assets 

and quantifies the capacity of each asset. This analysis includes generation plant and 

purchase contracts. It also provides a forecast of the power that will be available from 

those assets. Second, the Needs Assessment determines the forecasted load and energy 

demand that TEP will face. Third, the Needs Assessment calculates the actual 

contestable load, i.e., what portion of TEP’s load that will not be met in the future by its 

existing assets. 

Please provide an overview of TEP’s needs assessment. 

Exhibit 3 provides a general graphical representation of TEP’s Loads and Resources 

Needs Assessment for 2003-2006. The top line of the graph represents TEP’s forecast 

load, including retail, operating reserves and wholesale. The solid background areas 

represent the anticipated capacity of TEP’s existing assets. The area shown as “System 

Shortages” in the graphs represents amount of capacity on the peak hour of each month 

that cannot be met with existing assets. Each graph further lists the amount of energy (in 
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GWh) that cannot be met with existing assets. 

DETERMINATION OF EXISTING ASSETS 

What did TEP consider to be its existing assets in this assessment? 

For purposes of the needs assessment study, only existing TEP generation assets and firm 

purchase contracts where considered available to serve its load obligations. Exhibit 4 

lists TEP’s existing generation assets and- their related capacities, based on TEP’s 

ownership interest in the specific generation facility. This exhibit also shows the amount 

of existing asset capacity by month used in the Needs Assessment. TEP’s only existing 

fm purchase contract that is included in its resources for this study is its I 1  0 MW 

Southern California Edison Exchange Agreement which is also included in Exhibit 4. 

Why are the two newer CT plants included as existing generation assets? 

First, as discussed in the previous section, the inclusion these two CTs added in 2001 

(DeMoss Petrie and North Loop #4) were discussed with all the parties at the Track B 

workshops. The amount of contestable load for TEP was determined and enumerated 

with all the parties in the workshop with these CTs counted as existing assets. 

Besides the discussions with the other parties in the workshop as to the inclusion of the 

CTs in TEP’s existing assets, is there any other evidence supporting their inclusion? 

Yes. In ACC Decision 65154 (Track A), dated September 12, 2002 the Commission 

Ordered TEP to cancel any plans to divest interests in generation assets. It further 

ordered “TEP to acquire, at a minimum, any required power that cannot be produced 

from its own existing assets through the competitive procurement process as developed in 

the Track B proceeding.” In the same order, the Commission specifically identified that 

“[fjor the purposes of the competitive procurement process, the PWEC generating assets 

that APS may seek to acquire from PWEC shall not be counted as APS assets in 

determining the amount, timing, and manner of the competitive pro~urernent.”~ 

ACC Decision No. 651 54, p. 30. 
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How does the reference to PWEC’s plants infer inclusion of TEP’s new CTs? 

It was clear that the Commission and other parties to the Track A proceedings defined 

“existing assets’’ as all assets currently owned (or leased) by the utility and was intent on 

only excluding assets that may be added later. 

What was Staffs view of transferring existing assets in the Track A proceedings? 

As set forth in the Track A Decision, “Staff recommends that the Commission shouldmot 

allow asset transfer until it is convinced that the transfer is in the public intere~t.”~ Staff 

further goes on to state that transfer of assets is not in the public interest and that “no 

reliability must-run (“RMR) should be divested” and that “if a utility chooses to retain 

its assets, the Staff believes that the Commission should apply cost of service principles 

when setting rates.’77 TEP’s two newer CTs are RMR units within TEP’s load pocket 

and, although they are not in TEP’s current rate-base, the addition of those RMR units 

has been in TEP’s resource plans for over I O  years. 

How were the two CTs treated in Track A? 

TEP was precluded from transferring the CTs and therefore treated as “existing assets’’ 

with the same meaning as used in Decision No.65154 referencing the competitive 

procurement process. 

FORECASTED LOAD AND ENERGY DEMAND 

Please discuss TEP’s Load Forecast used in the Needs Assessment. 

TEP used its June, 2002 energy and demand forecast compiled by its forecasting group. 

A monthly summary of demand and energy forecast for the years 2003 to 2006 is 

provided as Exhibit 5. 

Does this forecast include wholesale contracts? 

Yes. As previously discussed, the needs assessment includes all of TEP’s wholesale 

load. 

kL,p.ll 

- Id. 
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Please describe TEP’s wholesale contracts included in the load forecast. 

TEP has three wholesale contracts that are included in the “Wholesale Load” line on the 

Exhibit 3 and in the load demand forecast calculations in Exhibit 5. All three are sales 

agreements under TEP’s Market Based Sales Tariff and include 100 MW sale of capacity 

and energy to SRP, a fill-requirements capacity and energy sale to Navajo Tribal Utility 

Authority and a 60 MW sale to Phelps Dodge Energy Services. 

TEP’s CONTESTABLE LOAD 

Please summarize the contestable load results. 

Exhibit 1 provides the TEP’s Contestable Load for 2003 through 2006 as discussed in the 

Track B workshop process and calculated using the above described process. TEP 

believes that this is the appropriate contestable load to use for the solicitation process. 

Are these the same numbers supplied to the parties in the Track B workshops? 

Yes. In fact, both Exhibits 1 and 3 hereto had been provided to Staff and the other parties 

at the Track B workshops. Exhibit 1 is simply a tabulation of the data from the Exhibit 3 

graphs. 

Does the Staffs October 25, 2002 Report on Competitive Solicitation reflect the same 

Contested Load for TEP? 

No. Staff has changed the amount of TEP’s contestable load that the parties discussed in 

the Workshop. 

Did Staff recognize the apparent agreement of the parties on the amount of TEP’s 

contestable load? 

Apparently not. TEP was under the impression that the Contestable Load, as presented in 

Exhibit 1, was accepted by all parties participating in the workshop. In particular, Staff 

did not list TEP’s unmet needs as an area of dispute on StafPs issue list submitted on 

October I ,  2002. On the other hand, Staff did list APS’s unmet needs as an area of 

dispute. 
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How did the Staff Report change TEP’s contestable load? 

Staff did not include the RMR CTs added in 2001, discussed more fully above, as 

existing assets in calculating the contestable load. Further, Staff used a 40% capacity 

factor on these two RMR CTs in calculating the contestable load. 

Is a 40% capacity factor for these CT’s accurate? 

No. This is several times higher than TEP’s forecast capacity of these units. 

Has TEP looked at what its contestable load would be without including the two new 

CTs? 

Yes. After reading Staffs report, TEP ran its needs assessment again excluding the two 

newer RMR CTs as existing assets. Exhibit 2 shows the resulting amount of contestable 

energy by year based on the same forecast and assumptions. 

Does the exclusion of the two CTs from existing assets preclude TEP from bidding that 

capacity into the Solicitation? 

No. However, as was discussed at length in the workshops, it unnecessarily complicates 

the bidding process. TEP is a single economic entity that owns both of the CTs in 

question. There is no affiliate involved with those units and there will be no rate impact 

if the units are included in the solicitation because TEP’s rates are frozen through 2008. 

In fact, because the CTs are RMR units located within TEP’s load pocket, it makes their 

capacity impossible to replace with other assets in the solicitation process. In order for 

TEP to “bid” this capacity and energy to itself, TEP would be required to set up a 

separate group at TEP to perform the solicitation activities as currently prescribed by 

Staffs report. It therefore creates a complicated bidding process that has no benefit to 

any party and does not affect the solicitation outcome in any way. 

Why would TEP require a separate group to perform the solicitation? 

Staffs current report requires that TEP’s Wholesale Marketing department be excluded 

from the procurement process. This is an unnecessary operational hurdle for TEP given 

the fact that this is the group that manages TEP’s load and resources and has the best 

ability to evaluate TEP’s needs and assess the solicitation bids. If this requirement is 
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imposed, it would increase TEP’s costs by creating a duplicate department that will 

basically be conducting many of the same analyses and tasks. 

What did the parties in the Track B workshops agree to with respect to TEP’s Wholesale 

Marketing department participating in the solicitation process? 

In discussing the amount of contestable load, it was expressly agreed that TEP’s 

Wholesale Marketing department would be allowed to conduct the solicitation. 

Was this a contested issue in the workshops? 

No. To the contrary, there was not a single objection to TEP’s request that its Wholesale 

Marketing department conduct the solicitation. 

Will the amount of contestable load change prior to TEP’s solicitation? 

TEP continually updates its Load and Resource forecasts throughout the year as the many 

factors underlying such a forecast are subject to frequent change. The Contestable Load 

numbers discussed herein represent an initial estimate by TEP. These numbers may 

change somewhat during the pre-solicitation section of the overall solicitation process. 

As fully recognized and discussed in the workshops, each utility must determine its 

contestable load in the pre-solicitation process with input from Staff and other parties. 

TEP’s PROCUREMENT PROPOSAL 

Please describe the nature of TEP’s Contestable Load 

The nature of TEP’s Contestable Load drives the structure of TEP’s procurement 

proposal. TEP’s proposed Contestable Load has very low load factors as shown in 

Exhibit 1. This is due primarily to the extreme seasonal variation in retail energy 

consumption. Further, daily and even hourly variation in load is tied to weather and can 

be extreme. It is also impossible to predict future days when TEP will actually require 

power in excess of its existing resources. All of these factors will negatively affect the 

economics of serving this load through a single type of forward contract. For example, if 

capacity is purchased ahead of time to meet the estimated peak hour shortage, the 

incremental cost associated with supplying the required power will be astronomical. On 

the other hand, if on-peak blocks of firm energy are purchased to completely meet the 

~~ 
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estimated peak shortage hour, the operational ramp characteristics would be 

unmanageable and less expensive TEP resources would be displaced in a majority of the 

hours. It is also imprudent to leave all of TEP’s required power needs to the spot market 

as the prices and availability of power vary significantly. 

Q: 

A: 

Please provide an overview of TEP’s procurement proposal. 

With the factors discussed above in mind, TEP will procure a combination of different 

energy products and ancillary services to meet the contestable load. Currently, TEP 

envisions requesting bids for fixed price firm on-peak energy, fixed price firm super-peak 

energy, index-priced unit contingent capacity and energy, and non-spin ancillary service 

capacity. While Exhibit 1 provides the estimated total contestable load, TEP will provide 

further details during the solicitation process as to the preferred timing, duration, and 

quantity of each product desired. The amount of each product contracted will vary by 

month and year and will be determined after a least cost analysis of the bids are complete. 

TEP will require all of the energy procured to be deliverable at specific locations, 

consistent with TEP delivery capabilities, as delineated in the RFP, 

Q: 
A: 

Why has TEP chosen this mix of products? 

In order to manage the risks of volatile gas and power markets, TEP has chosen a 

combination of fixed-price and variable-price products that can be hedged to provide a 

reasonably stable power supply cost to TEP and its customers. TEP has also chosen 

different products (on-peak, super-peak, capacity and energy, reserves) to satisfy system 

ramp and operational constraints as well as economic considerations. TEP may hrther 

consider, with input from Staff, leaving a small portion of the Contestable Load to be 

filled in the short-term and spot markets with non-affiliated third parties. 

Q: 
A: 

What is the timing of TEP’s planned procurement? 

TEP is primarily focused on the 2003-2006 timeframe but may accept bids for longer 

term agreements. Per Staffs current proposed timeline, deliveries will start by June 1 ,  

2003 - 
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Q: 
A: 

WITNESS BACKGROUND 

Please state your name and employment position. 

My name is David Hutchens. I am Manager of Wholesale Marketing for Tucson Electric 

Power Company. 

What are your job responsibilities at Tucson Electric? 

I oversee the Wholesale Marketing department functions, including wholesale gas and 

electricity procurement, resource management, risk management, marketing, scheduling 

and trading. 

What has been your involvement in the Track B proceedings? 

I have represented TEP in every workshop and submitted testimony on TEP’s needs 

assessment and procurement proposal. 

What is the purpose of your testimony? 

Pursuant to the “Third Procedural Order on Track B Issues,” in Docket E-00000A-02- 

0051 et al., parties, including TEP, “shall file testimony and associated exhibits on the 

Track B issues identified by the parties” and a “response to the Staff Report” by 12:OO 

p.m. on November 12,2002. This testimony will provide that information. 

How is your testimony structured? 

It addresses five topics: (i) the unique circumstances concerning TEP’s participation in 

the competitive solicitation process; (ii) comments on TEP’s unresolved Track B issues; 

(iii) comments on Staffs Track B Report (dated October 25,2002); (iv) TEP’s comments 

on two Track B issues raised by other parties; and (v) TEP’s key recommendations 

concerning modifications to the solicitation process outlined in the October 25 Staff 

Report. 

SUMMARY 

Please summarize your testimony. 

TEP’s position on the proposed competitive solicitation process is driven by the unique 

circumstance that TEP believes deserve consideration in the solicitation process. The 
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two key facts underlying TEP’s positions are: (i) TEP does not have any competitive 

affiliates that will participate in the solicitation process and (ii) the TEP retail service area 

faces significant transmission limitations that may affect TEP’s competitive solicitation. 

However, although the Commission Staffs October 25,2002 Report contains many valid 

conclusions that TEP fully supports, it fails to recognize TEP’s unique position and 

places uneconomic and unnecessary requirements on TEP. Moreover, those detrimental 

requirements provide no benefit to other parties. TEP proposes two key modifications to 

Staffs solicitation proposal to remedy TEP’s concerns: (i) allowing TEP’s wholesale 

marketing department to conduct the competitive solicitation, thus avoiding the need to 

create a duplicate, parallel department and (ii) allowing TEP to include all TEP 

generation assets existing as of September 1, 2002 in the determination of TEP’s 

Contestable Load, not just assets “included in rate base.’’ 

TEP’S UNIQUE CIRCUMSTANCES 

What was the overriding concern throughout the Track B workshops? 

The majority of the workshop discussion centered around insuring that Pinnacle West 

would not be given any advantage over the other generators bidding into the solicitation 

process, particularly given that it appeared that the vast majority of available contestable 

load would be APS load. Thus, many of the proposed requirements that have been 

included in Staffs proposed solicitation process were designed to specifically address the 

issue of APS having an affiliate, Pinnacle West, with generation resources that would be 

bidding into the solicitation. However, several of those general requirements create an 

unnecessary burden on TEP given the difference between TEP and APS. 

What are the circumstances unique to TEP that should be noted in the development of the 

Competitive Solicitation Process? 

There are three important, unique circumstances: (i) TEP has no affiliate involved in the 

marketing and trading of wholesale power; (ii) TEP has no generation affiiiate that will 

be bidding into the 2003 solicitation; and (iii) TEP has different transmission concerns 

for delivery of energy to its load area. 
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How does the absence of a TEP affiliate involved in the generation, marketing and 

trading of wholesale power bidding into the solicitation process affect the process design? 

TEP understands that Decision No. 65154 seeks to increase the competitiveness of the 

wholesale electricity markets in Arizona by insuring all future needs are met through 

competitive processes. However, even without the proposed competitive solicitation 

process being developed in Track B, TEP currently procures all of its “required power 

that cannot be produced from its own existing assets”’ from unaffiliated third parties in 

the wholesale market, as is now required by that Decision. Thus, TEP feels that it 

already meets the spirit of Decision No. 65154 pertaining to the procurement of power 

that cannot be produced from TEP’s existing generation assets. It is only the requirement 

that TEP use a specific solicitation process to procure that “required power” that will 

create any change in TEP’s resource management functions. To the extent the process is 

being designed to avoid unfair competitive advantage by UDC affiliates, the lack of any 

TEP affiliate obviates such concerns. The imposition on TEP of requirements focused on 

eliminating unfair advantages for affiliates simply imposes an unnecessary burden on 

TEP without any corresponding benefits. 

What specific transmission concerns exist for TEP’s service area that need to be 

addressed? 

AI1 of TEP’s retail load is contained within a load pocket as identified by ACC Staff in its 

Biennial Transmission Assessment. As such, this load can only be served through a 

combination of (i) remote generation brought in over existing transmission facilities and 

(ii) local generation resources owned and operated by TEP within the load pocket. Since 

the late 1970’s when TEP began participation in remote generation resources to obtain 

economies of scale through regional resource development, as well as to reduce its 

dependence on oil and gas generation, TEP has planned and developed its load serving 

capabilities through a balanced mix of remote generation, local generation and 

transmission additions that would be most economical and reliable for serving its 

customers. That goal of achieving an optimal mix led TEP to install gas combustion 

’ ACC Decision No. 65 154, p. 33. 
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turbines (“CTs”) in 2001 to provide the required voltage support capability at peak load 

conditions. Under current Commission terminology these local units are referred to as 

Reliability Must-Run (“RMR”) units. These units (and other TEP RMR units) have been 

considerably more cost effective than constructing a major transmission project to 

provide additional import capability. Moreover, constructing additional transmission 

facilities would have created excess transmission capacity not needed to serve the peak 

load. This excess capacity would be idle and provide no benefit to TEP or its customers. 

Further, TEP presently controls very little available transmission capacity (“ATC’) to 

transmit power from remote interconnection points into TEP’s service territory. 

Q: 

A: 

Does the location of the new merchant generation plants provide specific challenges? 

Yes. The majority of the new merchant plants are located where there is no Firm ATC for 

delivery to TEP’s retail service area. Some plants are able to reach TEP’s service area 

but require multiple wheels from transmission providers resulting in uneconomic 

alternatives when compared to the cost of TEP’s own generating resources. 

Q: 

A: 

How are these transmission constraints being remedied? 

TEP is assessing options to improve import capability into TEP’s retail service area. TEP 

is working with merchants and other utilities to define other transmission bottlenecks and 

using the Central Arizona Transmission Study (“CATS”) process to plan additional 

transmission upgrades accordingly. However, this is a long-term process and the 

permitting and construction phases for new lines will put any line addition several years 

out. 

COMMENTS ON TEP’S UNRESOLVED ISSUES 

Q: 

A: 

What were TEP’s unresolved issues listed in its October 1,2002 filing? 

TEP listed two primary unresolved issues that it would like to address. The first is the 

amount of TEP’s Contestable load and the second is the involvement of TEP’s marketing 

employees in the solicitation process. As more fully explained in my November 4,2002 

Needs Assessment testimony, TEP was under the impression that these issues were 

agreed upon by all parties participating in the workshops. 
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Q: 

A: 

Q: 

A: 

Q: 
A: 

If TEP felt that its contestable load was agreed to in the workshops, why did TEP list it as 

an unresolved issue? 

The agreement was basically a settlement of three related issues: (i) the inclusion of 

TEP’s new RMR CTs in its existing assets; (ii) the inclusion of TEP’s wholesale load in 

its contestable load calculation; and (iii) the ability of TEP’s Wholesale Marketing 

department to conduct TEP’s solicitation. TEP listed the issue as unresolved in order to 

be able to address the issue in fi-ont of the Commission in the event that resolution of any 

of the three terms changed. As noted in my November 4,2002 testimony, Staffs report 

reversed the resolution of two of the three issues leaving only the inclusion of TEP’s 

wholesale load intact. 

Why does TEP request that its Wholesale Marketing department be allowed to conduct 

the solicitation? 

As discussed in my November 4, 2002 testimony, in light of the absence of any TEP 

affiliate that could be involved in the process and the fact that the TEP procurement 

functions currently fall into this group’s purview, the requirement to prohibit this group 

from participating would disadvantage TEP and impose an uneconomic and unnecessary 

consequence on TEP. 

How would this disadvantage TEP and impose such burdens? 

TEP’s Wholesale Marketing department manages TEP’s load and resources. In that 

capacity, it per€orms the procurement of electricity and he1 by evaluating the operational 

and economic terms of such procurement. While at times the economic evaluation can be 

fairly straightforward, it often involves complex products that require detailed modeling 

and market analysis. Further, the operational requirements of TEP’s load and resources 

require detailed and specific knowledge. It is TEP’s Wholesale Marketing department 

that has this knowledge and therefore the best ability to evaluate TEP’s needs and assess 

the solicitation options. If TEP must use others for this evaluation, TEP would lose this 

critical knowledge and would incur increased (and unnecessary) costs by creating a 

duplicate department that would be conducting the same analyses and tasks. Given the 

lack of any TEP affiliate, the apparent prohibition on TEP’s Wholesale Marketing 
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department provides no benefit to the process whatsoever and makes no sense. It should 

be noted that no party to the workshops contested TEP’s recommendation that its 

wholesale group be allowed to conduct the solicitation process. Indeed, it appeared that 

the recommendation was unanimously agreed upon. 

How does this change on the role of TEP’s Wholesale Marketing department affect 

TEP’s position on its amount of Contestable Load? 

If the other two issues are resolved to TEP’s satisfaction - specifically that TEP’s two 

newest RMR CTs are included in its existing assets and TEP’s Wholesale Marketing 

department can conduct the solicitation - TEP will continue to include its wholesale load 

in calculating its contestable load and commit to the capacity and energy quantities 

provided in the workshops. Absent a favorable resolution of these issues for TEP, TEP 

will take the position that its unmet needs should not be calculated including FERC 

jurisdictional Market-Based Tariff Wholesale Agreements. 

Does the inclusion of TEP’s wholesale load in calculating its unmet needs infer any 

fbture rate-making treatment of the energy purchased in the solicitation? 

No. The inclusion of the wholesale load was discussed in the workshops as a way to 

address the existence of TEP wholesale contracts and to provide TEP with some amount 

of load to bid in the solicitation process. Even though the wholesale load is under TEP’s 

market-based tariff - and nut under a cost of service tariff - it was Staffs position that if 

TEP did not include its wholesale load, Staff would contend that an equal amount of 

TEP’s existing generation assets should be set aside and not included in calculating 

m e t  needs - even though Decision No. 651 54 contemplated that such assets should be 

included in the contestable load calculation. The resulting unmet need is the same 

regardless of whether wholesale load is included or an equal amount of existing 

generation is excluded. In a spirit of compromise and for ease of computation, TEP 

agreed to the inclusion of wholesale load. The fact that TEP’s market-based wholesale 

contracts were not moved to an affiliate should not unfairly disadvantage TEP. 

Does the inclusion of TEP’s wholesale load in calculating its unmet needs infer the 

inclusion of this or new wholesale load in future solicitations? 
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No. Its inclusion would represent a settlement for the 2003 solicitation. TEP has to be 

able to manage its wholesale business under traditional jurisdictional processes. 

Specifically, it cannot effectively manage its wholesale business if it is saddled with 

additional, non-jurisdictional procurement requirements. TEP further understands Staffs 

position that this process will most likely change and evolve before the next solicitation is 

undertaken. 

COMMENTS ON STAFF REPORT 

What are TEP’s comments on the October 25,2002 Staff Report in this docket? 

TEP generally agrees with the solicitation process set forth in that report. TEP has 

already expressed its disagreements on the Staffs position concerning TEP’s contestable 

load and the exclusion of TEP’s Wholesale Marketing department from the solicitation 

process, both above and in my November 4, 2002 testimony in this docket. I will not 

repeat all of TEP’s position here. However, there are a few additional portions of the 

Staff Report that TEP would like to address further. 

Should utilities be given the latitude to reject any or all bids in the solicitation process? 

Yes. The purchasing utilities must be given the flexibility to reject any or all bids that do 

not meet its economic or reliability criteria. Without such ability, the utility would be put 

at a grave disadvantage to the bidders. The Staff agrees: “The solicitation materials will 

contain the terms and conditions proposed by the utility, including the right of the utility 

to reject all bids and to amend the request for service without notice” [October 25, 2000 

Staff Report, p. 16:14), as does APS [Testimony of Thomas Carlson (dated November 4, 

2002), pp. 10:13, 15:22). 

Does TEP agree with Staffs position on p. 4:16 that the “process itself had to be flexible 

enough to allow purchasing utilities and selling merchants the latitude to structure the 

terms and conditions under which service would be provided in a manner that made 

economic, operational and regulatory sense”? 
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Yes. TEP strongly agrees with this explicit statement made by Staff and S t a r s  position 

throughout the workshop process that the solicitation would not impose uneconomic 

requirements on the utilities, 

Does the current structure of the solicitation process in Stafrs report provide the 

flexibility and latitude referenced? 

For the most part it does. TEP agrees with the general structure and direction of the 

solicitation process defined in Staffs report but feels that the requirement that a11 its 

unmet needs be met through one particular process at one instance in time unnecessarily 

removes some of that flexibility and management’s business discretion. 

What is TEP’s position on S t a r s  recommendation [p. 4:25] that “short-term power and 

daily, weekly or monthly power acquired to meet unplanned needs, would however 

continue to be purchased in the normal course of business as it is today”? 

TEP strongly agrees with this position. It is an obvious necessity that the utility be 

afforded discretion to enter into short-term transactions. As Staff recognizes, this gives 

the utility the opportunity to economically displace plant or contract energy with cheaper 

market power or purchase to cover unplanned needs arising from temperature extremes 

and unplanned generation or transmission outages without jeopardizing system reliability 

by being unnecessarily burdened with a cumbersome procurement process. It is again 

important to point out that any such purchase that TEP would make in this timefi-ame 

would be from unaffiliated third parties. 

Does TEP agree with Staff’s “Scope of 2003 Solicitation” on p. 6 of the Staff Report? 

No. Staff has defined contestable load (Le., the amount to be bid in the solicitation) as 

“all load and energy requirements not served by generation owned by the utility and 

included in the utility’s rate base as of September 1, 2002” or by “power supplied 

pursuant to FERC or Commission approved contracts.”* In the workshops, Staff and the 

other parties explicitly agreed to TEP’s recommendation to modify this phrase from 

Staffs draft report to include generation leased by the utility and to strike the reference to 

October 25,2002 Staff Report, p. 6. 
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rate base. The result was defining the contestable load as “all load and energy 

requirements not served by generation owned or leased by the utility as of September 1, 

2002” or by “power supplied pursuant to FERC or Commission approved contracts.” 

TEP believes that revision meets the letter of Decision No. 65154 and should be adopted 

by the Commission. 

What is TEP’s view of Staffs recommended “Price to Beat? 

TEP recognizes that the desired result is an expedited prudency review given that 

contracts entered into are priced below this metric. While TEP believes that the 

recommended structure may deter long-term contracts by requiring an additional discount 

to the price to beat, this issue has been somewhat mitigated by Staffs recognition that 

contracts which do not meet the price to beat standards “will not automatically be viewed 

by Staff as unreasonable or imprudent” but rather require that they “will need to be 

evaluated by Staff in subsequent proceedings.” [October 25,2002 Staff Report, p. 26:9- 

121 

What is TEP’s position on QualifLing Facility (“QF”) contracts not being subject to 

competitive solicitation? 

Again, this was discussed, albeit briefly, in one of the workshops. It was mentioned that 

a very large merchant generation project had filed for QF status and the parties present at 

the workshop generally agreed that QF contracts started after September 1, 2002 would 

be subject to the competitive solicitation process. However, TEP understands that Staff 

may not have wanted this to be such a general and exclusive requirement given that other, 

legitimate QFs may surface in the future which should be excluded from the competitive 

bid process. Given that Staff and the Commission have ultimate oversight over both the 

QF and Solicitation processes, TEP is comfortable with the language in Staffs Report. 

What are TEP’s views of the process timeline? 

The timeline is aggressive given the number of responsibilities and obligations placed on 

the utilities. TEP recognizes this and has already started to collect its data and set up a 

solicitation website so that it can provide information to bidders - as early as possible and 

solicit input on contract structure, product definition, etc. It is imperative that all the 

~ ~ ~ ~ _ _ _ _ _ _ _  ~~~ ~~ ~ 
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parties to the process work together to insure timely collection and dissemination of data 

to be able to meet the deadlines set in StafTs proposal. 

Q: 
A: 

Is an independent monitor needed for TEP’s solicitation? 

While TEP recognizes that Staff and other parties may desire an independent monitor to 

assist them in evaluating the bids and insure the integrity of the process, this comes at the 

cost of a bid fee. Given TEP’s unique circumstances discussed above regarding the lack 

of an affiliate - and if Staff and the other parties agree - TEP believes that the bidding fee 

and monitor requirement could be waived for bids to TEP. 

Q: 
A: 

How are the contracts entered into in this solicitation treated in future solicitations? 

The Staff report is silent on this issue but TEP believes that it must be explicitly stated 

and understood that any contract entered into in this solicitation process would be 

considered an existing asset and therefore not be contestable in later solicitations if it has 

not expired. 

COhIhIENTS ON OTHER PARTIES’ UNRESOLVED ISSUES 

Q: 
A: 

Does TEP have any comments on unresolved issues raised by other parties? 

Yes, there are a couple of key issues that TEP would like to address at this point. 

Q: 
A: 

Should bids be selected on a least-cost basis and include longer term bids in the process? 

Yes. However, in order to determine least-cost alternatives in a competitive bid process, 

it is imperative that all ‘‘costs” be evaluated including, but not limited to, contractual 

performance metrics, credit, delivery, risk management and contract remedies. Longer- 

term agreements should be considered, at the utility’s discretion, in the process to enable 

necessary transmission infrastructure to be built and to insure that the output from power 

plants located in Arizona stays in Arizona to meet its growing demand. 

Q: How should the “Commission Approval” process and cost-recovery mechanism be 

addressed? 

TEP believes that the Commission approval process and cost-recovery mechanism for 

purchases made under the solicitation process be addressed in these hearings. It is critical 

A: 
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that the utility knows what the approval process will be at the beginning of the process 

because it will affect procurement decisions and other issues in the proceeding. The 

Commission approval process should provide a specific timeline for contract approval 

and the ability of the utility to reject accepted bids if the Commission does not find those 

contracts reasonable and prudent. The shorter the time period for Commission approval, 

the less risk premium sellers will build into their prices. The cost-recovery mechanism 

for all contracts entered into in the solicitation process should be clearly in the record of 

these proceedings and insure that the utility is afforded the opportunity to recover all 

costs associated with the contracts and the process. 

TEP’s RECOMMENDATIONS 

Q: Given TEP’s position on the unresolved issues, does TEP have a recommendation that 

addresses its unique circumstances while still maintaining the integrity of the general 

proceeding in this docket? 

Although TEP has commented on a variety of issues in this testimony, two minor 

modifications to the October 25,2002 Staff Report will address TEP’s primary concerns. 

In fact, these modifications were already agreed to in the workshop process with respect 

to TEP given its unique circumstances. TEP believes that it has presented compelling 

evidence of those circumstances and that the requested modifications are justified. 

Therefore, TEP recommends waivers be granted TEP for the 2003 Solicitation as 

follows: 

A: 

1. With respect to the “Scope of 2003 Solicitation” in the Staff 

Report, with respect to TEP, the Commission should delete p- 6 5 -  

18 and replace it with “For 2003, TEP’s solicitation will be for all 

retail and wholesale load and energy requirements not served by 

generation owned or leased by the utility as of September 1,  2002 

or by power supplied pursuant to FERC or Commission approved 

contracts with affiliated and non-affiliated suppliers entered into 

prior to September I ,  2002. To the extent that affiliated suppliers 

provide service pursuant to contracts dated on or after September 

1, 2002, such service will be subject to competitive solicitation. 
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To the extent that load is served pursuant to capacity or energy 

contracts with Qualifying Facilities or Environmental Portfolio 

Standard requirements, that load will also not be contestable. All 

demand-side management commitments in place as of September 

1 , 2002, shall be considered in determining contestable load.” 

Waive the applicability of Section IV. C, paragraph 1 [lines 10-191 

of the Staff Report with respect to TEP, thus allowing TEP’s 

Wholesale Marketing department to be involved in the solicitation 

process. 

2. 

Does this conclude your testimony? 

Yes. 
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Q: 
A: 

Q: 
A: 

Q: 
A: 

Q: 
A: 

Q: 
A: 

WITNESS BACKGROUND 

Please state your name and employment position. 

My name is David Hutchens. I am Manager of Wholesale Marketing for Tucson Electric 

Power Company. 

What are your job responsibilities at Tucson Electric? 

I oversee the Wholesale Marketing department functions, including wholesale gas and 

electricity procurement, resource management, risk management, marketing, scheduling 

and trading. 

What has been your involvement in the Track B proceedings? 

I have represented TEP in every workshop and submitted testimony on TEP’s Needs 

Assessment and Procurement Proposal (November 4, 2002) and Track B Issues 

(November 12,2002). 

What is the purpose of your Response Testimony? 

The purpose of this testimony is to provide TEP’s comments on November 12, 2002 

testimony submitted by other parties in the Track B process and provide clarifications on 

TEP’s previously filed Track B testimonies. 

SUMMARY 

Please summarize your testimony. 

Several parties have suggested modifications or additions to the initial competitive 

solicitation process. Some of those suggestions make sense, such as using standard 

industry contracts, and should be incorporated into the process as appropriate. Other 

suggestions would unduly complicate and prolong this initial solicitation process, such as 

including RMR or Environmental Portfolio needs as a part of the energy put out for bid. 

Further, nothing in the testimony of the other parties changes TEP’s recommendations 

concerning the process, as set forth in my direct testimony. In fact, other parties’ 

testimony supports TEP’s two key recommendations that (i) all existing generation 

assets, including TEP’s two newest RMR units, be included in the needs assessment and 

~~~ ~~ ~~ 
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(ii) TEP’s Wholesale Marketing department be allowed to conduct the solicitation for 

TEP because TEP does not have an affiliate that will participate in the solicitation. 

COMMENTS ON TESTIMONY BY OTHER PARTIES 
RUCO (RICHARD A. ROSEN, PH.D) 

Q: Do you agree with Dr. Rosen’s testimony (at pp. 39-40) that longer-term contracts should 

be included in the solicitation? 

A: Yes. It is TEP’s position that longer-term contracts can, at the utility’s discretion, be 

included in the solicitation. The inclusion of RFPs for longer-term contracts should be 

done only on a purely economic basis to give the utilities and ratepayers the best deal 

available. However, such WPs should not be issued (or awarded) to address project 

financing concerns raised by other parties. [See Direct Testimony of Robert W. Kendall 

(Wellton-Mohawk), p.101 TEP believes that the Arizona utilities are not obligated to 

structure their RFPs to ensure the viability of existing merchant plants as a going concern 

- or create a favorable financing environment for proposed plants - to the detriment of 

the utilities’ ratepayers. 

Q: 

A: 

What is TEP’s position on RUCO’s least cost planning recommendations? 

Least cost planning must play an integral role in any utility procurement process. Such 

planning is essential to protect both ratepayer and utility fiom uneconomic outcomes of a 

solicitation process. All costs, operational constraints and reliability parameters must be 

considered in that analysis to determine what truly constitutes the “least cost” option. 

That analysis also provides the Commission information necessary to evaluate the 

prudency of any procurement. Although TEP intends to evaluate solicitation bids on a 

least cost basis using its production modeling software systems, it also will consider other 

factors that can affect the acceptance of bids including counter-party risk, price assump- 

tions and volatility, contract terms, imbedded options, and the desired portfolio structure. 

Even though other factors should be evaluated in the RFP process, least cost is important 

and Staff‘s involvement in the solicitation processes should insure the implementation of 

the least cost planning principles without the necessity of a formal integrated resource 

planning (“W) process. 

~~~ 
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According to Dr. Rosen (at p. 39: 12)’ TEP is “limiting the types of generation products 

that they will solicit,” Does TEP intend to limit the products it will solicit? 

While this may be inferred fi-om TEP’s initial procurement proposaI, it was not TEP’s 

intent to limit the products. The products listed in TEP’s November 4, 2002 Needs 

Assessment and Procurement testimony were meant to be more indicative than absolute. 

While the products listed are likely to be included in any TEP solicitation, TEP will not 

preclude other products in its pre-solicitation analysis. This does not mean, however, that 

TEP will be soliciting for every possible product type. Rather, TEP will perform 

preliminary analysis of the products available in the pre-solicitation process and bid those 

products that meet its operational and economic requirements on a least-cost basis. 

What is Dr. Rosen’s position regarding TEP’s recommendation regarding the inclusion of 

TEP’s two new Combustion Turbines in its existing assets for purposes of calculating 

unmet needs? 

Dr. Rosen agrees (at p. 40:13) with TEP’s position and “cannot understand why it would 

not be appropriate to include these two relatively new units in TEP’s list of existing 

generating resources for the purposes of determining TEP’s remaining capacity needs to 

be bid out.” Thus, RUCO appears to support one of TEP’s key recommendations in the 

Track B proceeding - that all of TEP’s existing RMR generation be included in its 

existing assets for purposes of needs assessment. 

WELLTON-MOHAWK GENERATING FACILITY 
(ROBERT W. KENDALL) 

Mr. Kendall on behalf of Wellton-Mohawk suggests (at p. 4) that “all of the load within 

these load pockets, including that served by the existing RMR units, should be 

contestable in the Track B process.” Does TEP agree? 

Absolutely not. This is an extreme suggestion given the parameters of the 2003 

solicitation and the very nature of RMR. Further, it is contrary to the Commission’s 

Track A order to “acquire, at a minimum, any required power that cannot be produced 

~ ~~~ 
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from it own existing assets”’ and Staffs recommendations in the Track A proceedings 

that “no reliability must-run (“Rh4R”) should be divested-”* It has been, and should 

remain, the utility’s responsibility to ensure the reliability of its service. That 

responsibility includes the determination of such critical components of service as 

reliability must-run generation requirements. The very idea of another private entity 

controlling a jurisdictional utility’s RMR generation raises issues of market power that 

TEP believes the Arizona energy market is not prepared to address at this time. Mr. 

Kendall correctly identifies (at p. 23) S t a r s  recommendation that the Commission 

should order jurisdictional utilities to resolve RMR generation concerns but Staffs 

recommendation, and the Commission’s resulting Order, simply do not contemplate 

including utility-supplied RMR in the solicitation process at this time. 

Q: Does TEP’s position on RMR mean that TEP will not include competitive options in its 

hture RMR needs? 

No. What it means is that a jurisdictional utility such as TEP, subject to review by Staff 

and the Commission, should retain control over both the planning and operation of RMR 
generation. In the evaluation phase of determining future RMR options, TEP would 

welcome involvement of the market participants in providing options, including building 

RMR generation, for evaluation by TEP. In fact, when TEP was planning to build its 

DeMoss CT for RMR needs, TEP initially requested proposals for third party provision 

of RMR services. Upon review of these proposals, TEP then competitively bid a TEP 

owned CT project that resulted in a lower cost solution for serving its customers. If Staff 

and the Commission should decide that current and future RMR requirements should be 

supplied through a competitive solicitation process, it should be separated from the 2003 

solicitation. 

A: 

’ ACC Decision No. 65 154, p. 30. 
2 Id,, p.11. 
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Q: Why should any future RMR solicitation be performed separately &om the initial 2003 

solicitation? 

At this stage of the game, including RMR obligations would greatly complicate and 

prolong the solicitation process to the detriment of all parties involved. From TEP’s 

perspective, given the critical nature of RMR obligations, the competitive solicitation of 

RMR would involve analyzing a completely new and different set of procurement issues 

and would delay the 2003 process. Moreover, given TEP’s unique situation where all of 

its RMR generation is owned by TEP and is located within TEP’s constrained load 

pocket, it is highly unlikely that any third party could compete with these existing units 

with new generation or transmission given the Staff’s apparent focus on short-term 

procurement for the 2003 solicitation. First, any new RMR generation (that would have 

to be built in the TEP load pocket absent any immediate transmission upgrades into that 

load pocket) or any transmission upgrades (that would allow access to RMR generation 

outside of the load pocket) would require a long-term planning and commitment to 

ensure the economic benefits. Second, any non-transmission or non-generation 

A: 

alternatives that might be considered as a possible RMR solution would require extensive 

analysis of their ability (and reliability) to meet TEP’s actual RMR needs. Because of 

this complexity and the importance of RMR, an RFP for RMR should focus only on 

competing generation and transmission solutions. Any RMR solicitation focusing on 

third-party generation or transmission solutions would require an extensive evaluation 

and negotiation period that simply does not fit with the envisioned 2003 solicitation. 

Q: Do you agree with Mr. Kendall’s testimony (beginning at p. 16) that suggests including 

Environmental Portfolio (EPS) obligations in the solicitation? 

No. TEP believes that this solicitation should focus on procuring bulk wholesale power 

needed to serve its customers. The inclusion of EPS in the procurement process 

unnecessarily complicates the process. Because a utility can meet its EPS obligations in 

a number of ways, including through the use of offsets and credits, it is not clear that the 

Commission intended its inclusion in the solicitation process by using the term “required 

power”. As referenced in the October 25, 2002 Staff Report (at pp.32, 39) - and 

apparently agreed to in the workshops (although not everyone seems to agree now) - the 

A: 
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solicitation would not preclude bidding for EPS requirements but the initial solicitation 

was not the right place to decide if EPS must be included. 

RELIANT RESOURCES, INC. 
(CURTIS L. KEBLER) 

What is TEP’s position regarding Reliant’s recommendation (beginning at p- 3) for 

utilizing an auction process for a portion of the solicitation? 

There are certain products for which an auction process is well-suited including standard 

on-peak and super-peak products that TEP is contemplating in its solicitation. TEP did 

not intend to preclude any specific procurement type by only listing the RFP process in 

its November 4, 2002 testimony. Rather, TEP believes that the auction process 

referenced in the Staff proposal was a complicated and limiting “descending clock” 

auction that would take too much time and resources to implement. For standard 

products that TEP solicits in the first solicitation, TEP contemplates using an abbreviated 

RFP process that mimics an auction. This abbreviated process would require bidders to 

hold their bids for just a few days or less. TEP simply does not believe it should be 

forced to use a specific auction format. 

What is Reliant’s position on requiring an Affiliate Code of Conduct? 

Mr. Kebler states (at p.13): “To the extent an affiliate of any Arizona utility wants to 

participate in the utility’s competitive solicitation, including economy and short-term 

energy transactions, clearly defined firewalls should be in place to protect the competitive 

process”. 

Do you agree with that statement? 

Absolutely. It is consistent with one of TEP’s two recommendations in its November 12, 

2002 testimony. 

Would this require TEP to submit a code of conduct for the 2003 solicitation? 

No. Because TEP will have no affiliate participating in the 2003 solicitation, a code of 

conduct would not, and should not, be required. 

~ ~ 
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SEMPFU ENERGY RESOURCES 
(E. DOUGLAS MITCAEL~) 

Mr. Mitchell, on behalf of Sempra Energy Resources, states (at p. 10:4): “Given the 

stated intention of the two Arizona utilities to increase their reliance on’the receipt of 

economy energy.” Does TEP agree? 

Absolutely not. Without making any representation for other Arizona utility and 

assuming he implies TEP is one of the two utilities referenced, TEP has never stated in 

this process that it plans on increasing its reliance on economy purchases. To provide 

some indication of TEP’s forward purchases made to cover its summer peak period, I 

have provided the table below. It should be noted that the products purchased were 

standard on peak (6x 16) firm (WSPP Schedule C) energy. 

Summer Period (June-September) I Forward Purchase Amount (MW) 
2000 and Drior 0 

Mr. Mitchell suggests (at p. 11) that using certain contract forms in the bid process will 

help remove a risk premium associated with uncertainty. What contracts does TEP 

propose using for its solicitation? 

TEP plans on using two industry-standard contracts; the WSPP contract for short-term 

(up-to-3-years) standard products and EEI for longer-term or non-standard products. 

CONCLUSION 

Other than the two recommendations set forth in your Direct Testimony, what is TEP’s 

overriding concern on the competitive solicitation process in light of the direct testimony 

filed by other parties? 

TEP is concerned that the polarity of the parties to this proceeding has resulted in 

extreme positions regarding the economics of the new merchant-owned generators 

compared to the utility’s existing assets. When certain assertions are presented out of 

context or when narrow and incomplete examples are provided (e.g., neglecting the 

significant effects of capacity payments and transmission costs that are necessarily a part 

of a competitive bid), the economic reality of such comparisons is inaccurate and 
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misleading. TEP is committed to a solicitation process that provides economic results 

and will enter into purchase agreements accordingly. But TEP believes that the economic 

realities of non-fuel related costs remain big hurdles to this goal in the near future given 

TEP’s location with respect to the new merchant plants that have actually been built. 

Moreover, a complete analysis of ull of the costs of the delivery of energy from a new 

plant reveals that the “all-in cost” of a new plant delivered to TEP is much more 

expensive than the incremental cost to run existing TEP units. 

Q: 
A: Yes. 

Does this conclude your testimony? 
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STAFF REPORT 

1. Introduction 

Staffs goal is to have a transparent process that results in cost savings for ratepayers, The 

major benefit of a utility obtaining power through competitive solicitation is cost savings for 

ratepayers. Competition can help to obtain the best deal for ratepayers. However, a solicitation 

process needs to be designed in such a ivay as to ensure that benefits occur instead of pitfalls. 111 

order to Fdcilitate a manageable transition to a competitive wholesale power market that provitjes 

economic benefits to consumers in Arizona, the Staff believes that a transparent process, O I I ~  that 

is equitable and auditable. needs to be established. That process must be well developed, flesiblc, 

and understood by all participants in the process. Furthermore, the process must result in reliable 

power being available over the long term at prices that are reasonable. Finally, all bidders 

prepared to provide power must be afforded the opportunity to compete for sales on equal and 

unbiased terms. The following pages describe a set of steps and requirements that, if adopted, 

will establish a process that encourages development of a wholesale market that benefits 

consumers. 

The process described herein is intended to be used by Arizona utilities, as applicable, in 

the initial solicitation for competitive power to be commenced by March 2003. Subsequent 

solicitations may be conducted using this process. More likely, changes to the process will be 

recommended based on lessons learned from the initial solicitation and changes in wholesale 

market conditions as well as consideration of non-price factors. 

2. Overview of Track B Proceeding 

A. Background 

On October 18, 2001, Arizona Public Service Company (“APS”) filed a request for a 

variance to A.A.C. R-14-2-1606(B) and Approval of a Purchase Power Agreement (Docket No. 

E-01345A-01-0822). On January 22,2002, by Procedural Order, a generic docket (Docket NO. E- 
l 
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Commissioners, through a series of letters requested that the parties file responses to questions 

regarding certain aspects of electric competition in the generic electric restructuring docket. On 

January 28, 2002, Tucson Electric Power Company (“TEP”) filed a request for a variance to 

A.A.C. R-14-2-1606(B). On April 25 ,  2002, the Arizona Corporation Commission 

(“Commission”) held a Special Open Meeting, at which the Commission stayed .4PS’ Request for 

a Variance, and directed that certain issues be addressed in the generic electric restnicturinq 

docket. The Commission divided the issues to be addressed into two tracks, A and B. The Track 

A issues identified are the transfer of assets and associated market power issues, code of‘ conduct 

issues, the Affiliated Interest rules, and jurisdictional issues. The Track B issue identified is the 

development of a competitive solicitation process. 

On September 10, 2002, in Decision No. 65 154 the Commission issued its decision in the 

Track A proceeding. In the Track A decision, the Commission stayed A.A.C. R-14-2-1606(B) 

which required that 100 percent of power purchased for Standard Ofier Service shall be acquired 

from the competitive market, with at least 50 percent through competitive bid. However, the 

decision directed APS and TEP to acquire, at a minimiin?, any required power that cannot be 

produced from its own existing assets, through the competitive procurement process as developed 

in the Track B proceeding. The Decision further ordered that the amount of power, timing, and 

the form of procurement be determined in the Track B proceeding with the target date for a 

competitive solicitation process taking place by March 1, 2002. 

B. Participants 

The parties that have participated in one or all of the Track B workshops are: APS, TEp, 

Pinnacle West Capital Corporation, Panda Gila River, L.P., Reliant Resources, Inc., PG&E 

National Energy Group, Harquahala Generating Company, Sempra Energy Resources, Wellton 

Mohawk Generating Facility, Duke Energy North America, LLC, Calpine Corporation, 

Southwestern Power Group 11, PPL Southwest Generation Holdings, LLC, PPL EnergyPlus, LLC, 

PPL Sundance Energy LLC, El Paso Electric, Desert Energy, Public Service Company of New 

Mexico, Citizens Utilities Company, Salt River Project, the Grand Canyon State Electric 

2 
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Cooperative. Association. Inc., the Arizona Independent Scheduling .4dministrator Association, 

the Anzona Competitive Power Alliance, the Arizona Utilities Investors Association, Arizonans 

for Electric Choice in Competition, .Arizona Transmission Dependent Utility Group, Arizona 

Clean Energy Industnes Alliance, the Land and Water Fund of the Rockies, the Residential 

Utilities Consumer Office, NERA Economic Consulting, R.W. Beck, Inc., Industrial Power 

Technology, the City of Scottsdale, the City of Tucson, and Staff. 

C. Collaborative Process 

The Lvorkshops \yere conducted on July 74 and 2 5 ,  1002, August 13 and 14, 2002, and 

September 26 and 27, 2002. Pnor to each Lvorkshop, an agenda was sent electronically to the 

distribution list and posted to the Utilities Division website. Staff developed a draft Lvorkin,o 

paper regarding the competitive solicitation process and parties were able to provide substanti\,e 

comment and make suggestions to Staff on the draft-solicitation process. A variety of issues 

relating to competitive bidding were raised, and through the collaborative process, the parties 

reached agreements in principal on several areas which are listed on page 34 of this report. 

3. The Solicitation Process 

A. Specific Process Goals 

As more fully detailed in the following sections of this chapter, the Staffs goal in 

proposing this process is to facilitate a manageable transition to a competitive wholesale power 

market that provides economic benefits to consumers in Arizona. The proposed process has been 

designed to be open to all bidders, flexible, understandable by all participants in the process, and 

to result in reliable power being available over the long term at prices that are reasonable. 

The process was developed with the view that prevailing wholesale market conditions are 

dynamic and that the potentially favorable conditions for buyers today are subject to potentially 

significant changes over time, Accordingly, the Staff has developed a process that aligns the 

utilities' responsibilities for providing reliable service at reasonable rates with the authority to 

3 
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manage their power supply portfolios in a prudent manner. The process also preserves all of the 

Commission’s ability to regulate the actions of its jurisdictional companies in a way that best 

serves the public interest. 

The process descnbed below is intended to be used by Arizona utilities, as applicable, in 

the initial Solicitation for competitive power to be commenced by March 2003. I f  adopted, the 

Track A requirement of beginning a competitive solicitation by March 3003 will be met, 

Subsequent solicitations may be conducted using this process. More likely. changes to the 

process will be recommended based on lessons learned from the initial solicitation and to reflect 

changes in wholesale market conditions as well as to take into consideration non-price f;ictors that 

have not been incorporated into the process at this time. 

B. Assumptions Supporting the Proposed Process 

Basic assumptions were developed by the Staff in prepanng this proposed Solicitation 

Process, including the assumption that the process itself had to be flexible enough to allow 

purchasing utilities and selling merchants the latitude to structure the terms and conditions under 

which service would bc provided in a manner that msdc economic, operational and regulatory 

sense, and provided benefits to all affected parties. Accordingly, the Staff has assumed that this 

process, if adopted, will be subject to changes based on the lessons learned during the initial 

solicitation conducted by the utilities during 2003. TO the extent that a utility has load 

requirements, capacity or energy, not served by generating capacity owned by the utility or 

though existing contracts for capacity or energy or fiom sources from which the utility must 

purchase power as a result of law or regulation, that unmet need will be acquired through a 

competitive solicitation. Short-term power and daily, weekly or monthly power acquired to meet 

unplanned needs, would however continue to be purchased in the normal course of business as i t  

is today. 

The Staff assumed that all current regulatory standards would be maintained and that post 

solicitation reviews of the manner in which the solicitations were conducted and the 

4 
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appropriateness of  the power supplies purchased would be reviewed by the Commission at 

hearings to be scheduled by the Commission at such time as i t  deems proper. 

In conducting the initial solicitation, the Staff assumed that an independent party would 

monitor the process to provide assurances to all parties that the process was implemented 

proposed and that no bidder was afforded an undue advantage or disadvantage. 

Finally, the Staff assumed that no RTO or IS0 would be operational prior to July 2003 

and that each utility would make available lo all bidders transmission access on its system in an 

unbiased fashion and that each utility would cooperate with all bidders in planning and scheduling 

deliveries of power. 

C. Alternative Approaches Considered 

In developing the proposed solicitation process detailed in the following section of this 

report, the Staff examined numerous alternative approaches to structuring the process. Among 

those were proposals relating to the amount of power to be procured, restrictions on the ability of 

the utility or any of its affiliated companies to participate in any solicitation, the type of 

piocurement mechanisr.,s (e.g. auctions, RFP’s, bi1ate;a- contract negotiations) to be employed 

and the various roles and responsibilities to be assumed by the utility, the bidders, the Staff, the 

Commission and other persons participating in the solicitation process. Additionally, the Staff 

reviewed a mynad of potential terms and conditions that could be incorporated in any solicitation. 

Many of those alternatives and potential terms and conditions were presented to the 

participants in the Track B workshops for their comments and input. The testing of the alternative 

approaches considered by the Staff and the terms and conditions reviewed has resulted in a 

significant narrowing of the issues that initially existed between the parties to Track B and h a  in 

the opinion of the Staff significantly contributed to the quality of the proposed process. h the 

following section of this Report the Staff presents the detailed proposed Solicitation Process it 

believes will best serve to meet the goals it set out above. 
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D. Detailed Staff Proposed Solicitation Process 

I. Scope Of 2003 Solicitation 

For 2003, the solicitation will be for all load and energy requirements not served by 

generation owned by the utility and included in the utility’s rate base as of September 1, 2002, 

except to the extent that such generation is providing RMR service during RMR hours or [IV 

power supplied pursuant to FERC or Commission approved contracts with affiliated and lion- 

affiliated suppliers entered into prior to September 1, 2002. To the extent that affiliated suppliers 

provide service pursuant to contracts dated on or after September 1 ,  2002, such service \vi11 be 

subject to competitive solicitation except to the extent that such contract is to provide O f R  

service during RMR hours. To the extent that load is served pursuant to capacity or energy 

contracts with Qualifyng Facilities or Environmental Portfolio Standard requirements, that load 

will also not be contestable. Any generation capacity owned by a utility that has not been 

included in the utility’s rate base may be bid by the utility in the initial solicitation on the Same 

terms and condit1on.c 2s all other bidders, includinl, affiliated bidders. All demand-si& 

management commitments in place as of September 1 ,  2002, shall be considered in determining 

contestable load. 

For solicitations during 2003, each utility may contract for energy and capacity deliveries 

for differing time periods in order to test the efficiency of this process for acquiring short-term, 

medium-term and long-term contracts. While it  is anticipated that during 2003 each utility will 

primarily require peaking capacity and energy with contract terms of one to three years, if, in the 

judgment of the utility, market conditions or economic opportunities dictate contract terms longer 

than three years, it will be the responsibility of the utility to enter into such contracts as are 

reasonable. For resource planning purposes each utility must demonstrate that its power supply 

portfolio contract durations are adequately diversified and that its portfolio’s structure mitigates 

both cost and reliability risks appropriately. 
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Based on information available at this time, contestable loads for each utility for each year 

2003 2004 

APS’ 6,566,9 10 7,704,591 

T E P ~  345,3 00 345,460 

through 2006 are estimated to be: 

I 
I 2005 2006 

8,845,63 8 9,754,436 

388,460 389,460 1 

CAPACITY (MWj 
i 2003 1 2004 12005 
I I I 

ENERGY (MWH) 

~ 

The above capacity numbers for APS were provided by A P S  at the August worksho and 

were used by Staff to derive the energy numbers. Staff was subsequently informed by A P S  that 

the numbers provided at the August workshop required revision. In response to a data request 

from Staff, A P S  provided revised capacity and energy numbers on October 23, 2002. Staff has 

not had time to review and analyze these numbers for inclusion in the Staff report by the October 

25, 2002 publication date. APS’ response to Staffs data request is included in this report as 

Appendix Two. 

11. Roles & Responsibilities 

A. Utility 

‘ Source: From data provided by APS at the August Workshop. 

presently in rate base. 
Source: From data provided by TEP at the August Workshop, PIUS 95 MW of combustion turbines that are not 

Assumes 38.6% average annual load factor for all contestable capacity. 
From August data provided by TEP plus 95 MW combustion turbines at 40% average annual load factor. 
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Absent evidence of abuse, the utility will be responsible for preparing the solicitation and 

conducting the solicitation process. Acquisition of energy and capacity to meet the needs of 

customers remains the responsibility of the utility, and the utility shall use accepted business 

standards for acquiring these resources, as it does when i t  buys all other products used in 

providing service. 

B. Bidders 

In order for the Solicitation to attract wide participation, the process must be accepted as 

fair, open and transparent. To achieve this, prospective bidders, and interested persons who agree 

to keep certain information confidential, will have the opportunity to review supporting data and 

draft documents in advance of the solicitation being distributed to bidders. All bidders and other 

interested persons may provide comments to the utility, the Independent Monitor or the Staff 

regarding the completeness or quality of the information provided. Bidders and interested parties 

may also provide comments to the utility, the Independent Monitor or the Staff regarding the 

process being employed or the decisions made regarding execution of the solicitation process. 

All bidders .-d! be required to consent to U C ?  appropriate alternative dispute resolution 

practices, specified by the utility and fully disclosed in the Solicitation materials i f  a dispute 

arises. 

Each bidder must agree to permit the Commission Staff to inspect any generating facility 

the bidder owns or controls from which i t  proposes to provide capacity or energy to any Arizona 

utility pursuant to any contract awarded as a result of this solicitation. 

1 .  Access to data 

Bidders will have the opportunity to review non-restricted information used by the utility 

in preparation for the solicitation, as well as draft solicitation materials, before the solicitation is 

released. Bidders may provide comments to the Staff and the Independent Monitor regarding the 

materials at any time before the bidders’ conference. 
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2. Opportunities to contribute & review 

One or more bidders’ conferences will be held so that all interested parties will have the 

opportunity to ask questions directly of the utility as well as to identify any deficiencies in the 

solicitation documents or supporting data. The bidders’ conference will be held at least 10 days 

before the release of the solicitation. 

Each utility shall schedule at least one bidders’ conference prior to the distribution of its 

solicitation materials in final form to answer questions and to receive comments and suggestions 

regarding the materials to be distributed from interested persons. The first bidders’ conference 

must occur no later than February 15, 2003. 

Bidders will be invited to review non-proprietary materials produced by the utility and to 

address comments or inquiries to the utility, Staff or the Independent Monitor regarding those 

materials at any time between the release of reports, plans or drafts and the conclusion of the 

bidders’ conference. 

C. Independent Monitor 

1. Overview 

To assist the Staff and to assure all parties to the Solicitation for power supplies that the 

process employed is conducted in a transparent, effective, efficient and equitable manner, an 

Independent Monitor will be appointed by the Staff of the Commission to oversee the conduct of 

the Solicitation. The Independent Monitor will be selected by the Staff and will work at the 

Staffs direction. Any person expecting to participate in the solicitation process may suggest to 

the Staff any individual to serve as the Independent Monitor. The utility will retain the 

Independent Monitor selected by the Staff and will be responsible for all related costs. The 

Independent Monitor shall submit all invoices to the Staff for review. The Staff shall fonvad the 

invoices to the utility with a recommendation as to payment. 
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The Independent Monitor will be responsible for: 

monitoring all communications regarding the solicitation by and among the utility 

and any bidders or potential bidders; 

evaluating the adequacy, accuracy and completeness of all solicitation materials, 

and the quality of the evaluations conducted; 

monitoring any negotiations conducted by the utility and any bidder; 

assisting the Staff in developing the ‘‘prices to beat” and such other tasks as 

required; 

advising the Staff and the utility of any issue affecting the integrity of the 

solicitation process and providing the utility an opportunity to remedy the defect 

identified; 

periodically submitting status reports to the Commission and the Staff on the 

solicitation being conducted, noting any deficiencies identified in the preparation 

of solicitation materials, maintenance of records, communications with bidders, or 

in evaluating or selecting bids; 

ai!iking the Commission and the Staff of significant unresolved issues as they 

arise; 

after bids have been selected, preparing and submitting a report to the Commission 

detailing the Independent Monitor’s observations and findings relating to the 

conduct of the solicitation and any recommendations for improvements of the 

solicitation process employed in the initial solicitation; and 

making all written status reports and the final reports to the Commission available 

to any person having an interest in the solicitation. 

0 

0 

0 

0 

0 

The Independent Monitor shall have full access to all materials used in or relating to the 

Solicitation. The utility shall make its personnel available for consultation with the Independent 

Monitor as requested. The Lndependent Monitor shall attend, in person or telephonically, my 

negotiations conducted with bidders. 
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Following the bidders conferences and before the distribution of the solicitation materials, 

the Independent Monitor shall submit a status report to the Commission and the Staff noting any 

unresolved issues that could impair the equity or appropriateness of the solicitation process. 

2. Post Selection Requirements 

Subsequent to the final bid selections and prior to announcing the selection of winning 

bids, the utility shall meet with the Staff and the Independent Monitor to review its bid 

evaluations and to explain the basis for its selections. Within 3 days of the selection of winning 

bids, the Independent Monitor \vi11 file with the Commission a status report identifying the 

winning bids and outlining any deficiencies noted in the solicitation process, 

The Independent Monitor will also file with the Commission a report on the fairness 2nd 

effectiveness of the solicitation within 14 days of the selection of winning bids. In that report, the 

Independent Monitor will describe the process employed and will evaluate the utilities’ 

conformity with the process requirements. If the independent Monitor finds that the utility 

unfairly or erroneously conducted the solicitation, the report should SO state. If the Independent 

Monitor believes that the selection process was flawed. the report submitted should detail he 

Independent Monitor’s basis for such belief. 

D. Staff 

Throughout the solicitation process, the Staff and Independent Monitor will review data, 

review draft solicitation materials, and monitor the solicitation process. The Staff will observe 

the solicitation process, but will not approve any action or certify any aspect of the solicitation 

activities. If any disagreement concerning the solicitation occurs, the Staff or the Independent 

Monitor will promptly notify the utility of its concern and discuss the matter with the utility. 

The Staff, in conjunction with the Independent Monitor, will be responsible for reviewing 

the resource plans, the price and cost forecasts, and the network transmission assessment to 

encourage the utility to develop comprehensive supporting data, and advise the Commission 

should the utility fail to address the information needs of the solicitation process. Also, the Staff 
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and the Independent Monitor will rel.iew forecast data provided by interested parties and compare 

it to the forecasts provided by the utility when assessing the system needs. 

E. Commission 

The Commission may upon request of the Independent Monitor or at such time or times as 

it deems appropriate, suspend or terminate the Solicitation in order to remedy any defect in the 

solicitation process identified by the Independent Monitor. The Commission may order the uti litv 

conducting the Solicitation to make changes to the solicitation process i t  deems necessary to 

promote effectiveness, reasonableness, and fairness. 

In the event that the Independent Monitor finds that the utility failed to condllct the 

solicitation in an equitable manner, the Commission, after notice and hearing, may, among other 

things, disallow the recovery of costs of power incurred pursuant to contracts entered as a result 

ofthis Solicitation as well as the costs of conducting the solicitation or bar any bidder inequitably 

awarded a contract as a result of the solicitation from bidding in any subsequent solicitation. [f 

the Commission finds that the utility failed to conduct an appropriate solicitation, it may order 

That a new solicitation, conducted by arl ;odependent p P ; i .  be commenced forthwith. 

111. Pre-Solicitation 

A. Overview of process 

In order to be ready to conduct a solicitation by March 1, 2003, as required by the Track A 

order, the utility must assemble information supporting the determination of products to be 

solicited and the amount of each product that is needed. The utility must be prepared to evaluate, 

without delay, all offers presented, including offers to deliver power to points that may differ 

fi-om the utility’s requested points of interconnection. The required data typically collected in the 

ordinary course of business will serve as the basis for all information to be provided to the Staff, 

hdependent Monitor and bidders, though some will need to be modified to be suitable for the 
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solicitation. To facilitate a timely solicitation, the utility should begin assembling the necessary 

information without delay. 

B. Data Collection 

Prior to preparation of solicitation materials, supporting data shall be assembled by the 

utility and provided to the Staff and the Independent Monitor for their review at the earliest date 

practicable. These data shall include resource plans, load, price, and cost forecasts, and a network 

transmission assessment containing such information and in formats acceptable to the Staff, 

designed to facilitate the solicitation process. Once the Staff and the Independent Monitor have 

completed their review, the following data shall be made available to bidders expressing intent to 

bid and who have signed a confidentiality agreement: load forecasts, resource plans, needs 

assessments, and transmission assessments, as appropriate. Price and cost forecasts for power 

supplies and he1 costs prepared by, or available to the utility, will not be made available to 

bidders. Bidders may provide comments to the Staff or Independent Monitor on the quality or 

completeness of any information provided at any time. 

In preparation fcr the solicitation, each utility shal l  prepare a list of potential bidders to 

whom bid materials will be sent. Once 

assembled, that list is to be provided to the Staff and the Independent Monitor and posted on the 

solicitation website. Identified potential bidders are to be contacted and invited to submit a letter 

of intent to bid. Prospective bidders not identified by the utility will be added to the bidders list 

by submitting a letter of intent to bid. 

C. Resource Plans 

That list should be as expansive as is reasonable. 

. 

Prior to the first solicitation, each utility that will solicit power during 2003 must provide 

to the Staff and the Independent Monitor its current 10-year load and energy forecast and resource 

plan. Utility personnel must be made available to discuss the load forecast and resource plans 

with the Staff and the Independent Monitor. 
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.The Resource Plan must describe all power Sources currently employed to meet load 

including: generation owned by the utility. existing power supply contracts with affiliated and 

non-affjliated utilities, planned additions and retirements, contract expirations, loads to be met 

thou& the use of demand side management and contracts to satisfy the Environmental Pofifolio 

Standard. The Resource Plan should identify RMR plants, the hours during which such plants are 

M R ,  and the criteria employed to determine EZMR. Additionally, the Resource Plan should 

detail the utility’s planned outage schedule and any planned unavailability of power from contract 

suppliers. Planned reserve requirements shall also be specifically identified. 

The utility will review with the Staff and the Independent Monitor the adequacy of  

resources committed to serve expected loads and the reliability of the resources planned to Serve 

that load. 

Based on the utility’s load and energy forecast and the resource plan, the utility will 

develop a needs assessment. The needs assessment will be designed to identify specific capacity 

and energy needs and such other services andor  facilities as may be needed over the term of the  

load forecast. 

The load fowcast resource plan and needs assessment will be reviewed with the 5;affand 

the Independent Monitor. 

D. Price & Cost Forecasts 

Each utility will provide to the Staff and the Independent Monitor its four-year forecast of 

its power supply costs from its existing power sources. 

Each utility shall provide to the Staff and the Independent Monitor the forecast of fuel 

prices that the utility used in preparation of its power supply costs and all other fuel forecats 

relied on, or reviewed by, the utility. 

Additionally, each utility shall provide to the Staff and the Independent Monitor a four- 

year forecast of the prices of wholesale power products, including both capacity and energy 

products by season and time period, in Western wholesale markets for delivery in h z o n a  

prepared by an independent source that makes such estimates available in the normal course of its 

14 



business. Each utility shall also provide to the Staff and the Independent Monitor copies of all 

other forecasts of the prices of wholesale power supplies in Western wholesale markets for 

delivery in h z o n a  in the possession of  or reviewed by the utility. The utility shall identify the 

Source of each such forecast, and explain the strengths and weaknesses of each of  the forecasts 

supplied. 

Potential bidders may also submit wholesale pnce forecasts to the Staff. Those forecasts 

must clearly identify the source of the forecast and all assumptions relied on in preparing the 

forecast . 

All forecasts provided will remain confidential and will serve as the basis for certain 

evaluative and review purposes as are discussed later in this document. During the reviews 

described above, the Staff and the Independent Monitor will examine the assumptions relied on I n  

making the forecasts and assessments presented. 

E. Deliverability Qualifications 

The utility must provide Staff and the Independent Monitor with a listing of each 

committed use of its trmsmission cqac i ty  for the pcr oc aver which resources are to be solicited, 

The utility will perform and submit for review by the Staff and the Independent Monitor a 

nemork transmission assessment of the maximum resource capacity that can be physically and 

reliably accommodated simultaneously at all technologically feasible interconnection and delivery 

points. Such transmission limitations are to be used as a guide in the evaluation of deliverability 

of specific combinations of bid resource capacity and energy. 

Upon completion of this review, the utility will be responsible for preparing and 

conducting a solicitation that encourages multiple bidders to respond to the solicitation. The 

specifics of products to be solicited, contract terms and conditions, terms of the confidentiality 

agreement, and the specific solicitation mechanics to be employed will be at the discretion of the 

utility. h any event, the process must be designed to promote acquisition of reliable power at 

reasonable costs over the long tern.  
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F. Identification of Products 

Each utility shall determine the specific products it will contract for in order to maintain 

an appropriately structured power supply portfolio. For 2003, utilities may request bids for firm 

power (e.g. on-peak and off-peak, annual or seasonal, capacity and energy blocks), and unit  

contingent supplies, as appropriate. Additionally, to the extent required, solicitations for ancillary 

services including, but not limited to, load following or spinning reserves, may be undertaken, It 

is, anticipated that bidders will provide all ancillary services required to support their bids. [f the 

utility provides ancillary services to any generating asset not in its rate base, the utility shall make 

those ancillary services available to all bidders on the same terms and at the same price as 

available to those assets. 

In identifyng the products to be contracted for, the utility will specifically define the 

capacity and energy sought on a time-differentiated basis and the periods for which services will 

be purchased. The solicitation materials will contain the terms and conditions proposed by the 

utility, including the right of the utility to reject all bids and to amend the request for service 

mrithout notice. The colicitation materials shall include a model contract. 

IV. Preparation Of Initial Solicitation 

A. Overview 

The materials to be provided to potential bidders shall be prepared by the utility and shall 

be developed in a manner that facilitates the preparation of responsive and competitive bids. The 

materials must be accurate and sufficiently detailed SO that no bidder is afforded an undue 

advantage. The terms and conditions must be reasonable and commercially acceptable and must 

be reviewed by the Independent Monitor and the Staff. 
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B. Solicitation Material Content 

The utility will have responsibility for preparing all solicitation materials. The materials 

will be prepared in a timely manner so that the Staff and the independent Monitor will have time 

to review the documents and suggest changes, before they are provided to interested parties for 

comment. 

The utility wlll prepare bid packages that contain a description of the specific products to 

be acquired, the capacity and energy to be acquired, the bidding method to be employed (e.g, 

Request for Proposal or Descending Clock Auction), a COPY of the contract to be executed, the 

preferred delivery points, the evaluation criteria to be used, bid fees (if any), credit requirements, 

due dates and such other information as may be appropriate. 

It will be the responsibility of the utility to prepare draft solicitation materials and to discuss 

these drafts with the Staff and the Independent Monitor prior to distributing them in draft form to 

potential bidders. These drafts will include but will not be limited to: the specific power supply 

products sought, points of delivery, a model contract and confidentiality agreement, the bid 

requirements, pre-olialification requirements, creditworthiness requirements, the solicitation 

method to be employed, information describing the utility and its forecast load, and the evaluation 

criteria to be used. 

In the Solicitation materials the utility will describe in detail how it will conduct bidding, 

such as how many rounds of bids will be accepted, Descending Clock Auction procedures, etc. 

The utility may specify that bids must be firm and for how long bids must be open after the 

auction is completed. If a Request for Proposal is used, a utility may specify that bids must be 

valid for up to 30 days. 
I .  

Price caps or auction reserve prices may be established by the utility. Any caps or auction 

reserve prices established must be disclosed to and discussed with the Staff and the hdependent 

Monitor before the solicitation occurs. NO limitations are to be placed on the maximum or 

minimum capacity or energy that any bidder may bid for or provide. 
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The solicitation materials will also descnbe the criteria to be used to select winning bids 

and the weighting, if any, to be placed on each criterion. 

The following criteria may be used to evaluate bids: 

- Delivered pnce 

- Deliverability 

- Reliability 

- Creditworthiness 

- The source(s) of power for unit contingent products 

- System benefits 

- Exceptions to bid specifications and/or model contract terms and 

conditions 

- Other criteria as appropriate and made publicly available 

The bid package prepared by the utility should specify preferred delivery points and, I f  

available, equivalent delivery points and any incremental Costs the utility will incur if bidders 

deliver to those equivalent delivery points. The utility shall disclose to the bidders the existence of 

the network transmission assessment previously provided to the Staff and the hdependent 

Monitor, and disclose that the assessment will be used in evaluating equivalent delivery points. 

The solicitation materials will specify the process the utility will use to identify whether any 

constraints would be created on its system as a result of deliveries to any alternative delivery 

point, how it will estimate the cost and time required to relieve the constraint, and the costs a 

bidder will incur to mitigate the constraint. 

The bid materials will also describe the Supplier information to be provided and the dates 

when such information is due. This requirement may include a demonstration of the bidder’s 

experience in providing services and evidence of the bidder’s creditworthiness. Utilities shall 

require bidders to provide a description of the sources of electricity they intend to use to supply 

service. 

The bid materials will specifically describe the credit support acceptable to the utility both 

as to form and amount. However, bidders may provide alternative credit support arrangements 
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and, if equivalent to that specified, the utility must evaluate the proposal as i t  would a conforming 

bid. Equivalent credit support arrangements may Include, but will not be limited to, appropriate 

parental or affiliate guarantees. 

Bid materials will also include: 

- A draft Confidentiality Agreement 

- Identification of  any pre-qualification requirements 

- Identification of any bid fees 

C .  Communications 

Only those employees, officers, directors or contractors of the utility or its affiliates 

specifically assigned by January 1 ,  2003, to prepare the solicitation materials or to evaluate bids 

received, may participate in the preparation of solicitation materials or evaluation of bids. A]] 

persons assigned to the solicitation by the utility shall be subject to a standard of conduct 

established for the purpose of maintaining a separation between the utility and any affiliated 

entity or person. Persons who work for an affiliate, parent, or part of the utility involved in the 

sale or marketing of resnllrces from generating assets owned by the utility shall not participate 

the solicitation preparation or evaluation of bids, or have any contact regarding the solicitation 

with any personnel assigned to conduct the xlicitation, except on the same terms as any other 

bidder. 

A protocol shall be established for all communications between the utility and all 

prospective bidders, regardless of whether they are affiliates or third party bidders. The protocol 

must prohibit the dissemination of any data to an affiliated person that are not provided to all 

other interested persons on equal terms and at the same time. The utility will identify to the Staff 

and the Independent Monitor, the information it proposes to restrict access to by bidders and other 

interested persons. 

The Staff and the Independent Monitor will review all draft solicitation materials before 

they are released to the parties for their review. 
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Concurrently, the utility will establish the procedures I t  will employ to communicate with 

all potential bidders. That communications plan must be designed to maintain confidentiality and 

to provide equal access to information to all. All bidders, including utility affiliates, must be 

required to communicate with the utility on equal terms. The approach adopted must be shown to 

provide no undue advantage to any potential bidder. 

By January 1, 2003, each utility shall establish and maintain a solicitation website as the 

medium for communicating with bidders prior to the bid date, except for confidential exchanges 

regarding pre-qualification and creditworthiness. Bidders will address all inquiries to the utility 

on the website. Each inquiry and the utility response thereto shall be posted so that all bidders 

have equal access to information. The website will also be used to provide timely access to data 

and other information, such as the bidders list and the form letter of intent to bid that bidders may 

use to be placed on the bidders list. 

Pre-solicitation data shall be posted on the website as soon as it has been reviewed by 

Staff and the Independent Monitor but in no case less than 5 days before the last bidders’ 

conference. 

Bidder inquires to the IndependLnt Moniioi a‘;o be addressed using the solicitation 

website. All bidder inquiries to the Independent Monitor and the response provided, regardless of 

how the inquiry is made, will be posted on the solicitation website for review by all bidders. 

As part of the communications protocols established by the utility, each utility shall 

establish a system for logging all contacts between utility personnel and bidders and potential 

bidders. That protocol must, at a minimum, require recording the date and time of any 

conversation, whether telephonic or in person, the substance of that discussion and whether the 

Independent Monitor participated in the contact. The utility shall maintain copies of all e-maiIs 

exchanged between the utility and bidders or potential bidders, copies of all correspondence, and 

all such other communications as may occur regarding the solicitation, for the terms set forth 

below. 

Each utility shall schedule one or more bidders’ conferences to answer questions posed by 

potential bidders and to take comments regarding the adequacy and quality of the information 
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provided to bidders. 

release of the final bid package. 

All bidders' conferences must be completed at least 10 days before the 

Based on the comments received, the utility, after consultation with the Staff and the 

Independent Monitor, shall make such changes, as it deems necessary and produce in final form 

its solicitation materials. 

D. Pre-qualification 

Participation in pre-qualification shall be a prerequisite to having a bid accepted. The 

utility shall begin pre-qualifying bidders at the same time i t  assembles the list of prospective 

bidders. As bidders indicate their intent to submit a bid, the utility shall provide all necessary 

documents to complete the pre-qualification and undertake the review of completed bidder 

submissions as they are received. 

Bidders shall be pre-qualified for: 

0 Creditworthiness 

0 Deliverability 

0 Reliability 

0 Business reputation and experience 

The utility shall notify bidders of their pre-qualification status no less than 14 days before 

bids are due. Any bidder that has not successhlly pre-qualified by that date shall be afforded the 

opportunity to submit pre-qualification matenals or to cure any failure to pre-qualify before the 

bid date. 

The specific pre-qualification requirements are dependent on the products to be contracted 

for and will be established by the utility. Standards for pre-qualification, including minimum 

credit worthiness, shall be included in the solicitation materials. Information provided by bidders 

as part of the pre-qualification process is to be considered confidential. 
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E. Solicitation Cost 

The cost of conducting each solicitation is a business expense to be borne by all bidders in 

a fair and equitable manner. To that end, bid fees of up to $10,000 per bidder will be permissible. 

To the extent that bid fees collected exceed the incremental expenses incurred by the utility to 

conduct the solicitation, such excess is to be refunded to all non-winning bidders pro rata up to 

the amount of the bid fee actually paid by the bidder. Any costs incurred by the utility in excess 

of bid fees collected may be considered in subsequent regulatory proceedings. 

Any utility requiring the payment of bid fees w ~ l l  be responsible for their collection and, i f  

required, the refund of any amounts collected in excess of the costs incurred in conducting the 

solicitation. 

Once a solicitation is provided to potential bidders, the utility will employ the steps laid 

out in the following section (V. Conducting the Solicitation) for each type of solicitation. 

V. Conducting The Solicitation 

A. Overviev 

In conducting the solicitation, whether by Request for Proposal or Descending Clock 

Auction, the utility shall employ standard sets of requirements and evaluative tools, appropriate to 

the type of solicitation conducted. 

Bid evaluation will be conducted by a team of personnel including representatives of the 

utility and the Independent Monitor. In evaluating bids, the utility shall use a standard set of 

evaluative criteria, including a single-hel forecast for each type of fuel. The utility will also 

determine creditworthiness and deliverability using criteria that are unbiased and allow differing 

means of providing risk mitigation. Final bid selections will be at the sole discretion ofthe utility. 

During the solicitation process, the Independent Monitor will oversee the solicitation 

process to ensure compliance with process requirements and to assure that evaluations =e 
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conducted in an unbiased fashion. The Staff may be present during bid evaluations and may 

observe the solicitation process at its discretion. 

B. Bid Evaluation 

Bid evaluations should be conducted in t h e 2  phases. The first should be to rank order the 

bids by price using valuation methods that equalize volumetric and or duration differences on a 

price basis. In the case of a Descending Clock Auction for firm power at fixed prices, only pre- 

qualified bids will be rank ordered. In the case of unit contingent Requests for Proposals or for 

non-confoming offers, approaches to valuing the bids that determine an equivalent per MWh net 

present value of the cost of the bid to the utility by using approved annuity-based approaches mav 

be employed. 

Phase Two should, to the extent not determined during pre-qualification, evaluate 

deliverability using the network transmission assessment previously provided to the Staff and the 

hdependent Monitor. To the extent practicable, network resource status should be assigned to 

appropriate bids. Network service is to be provided pursuant to each utility’s OATT. Bidders 

may propose delivery Aq ahemat;\ points $.e. ?tint? u+lier than those specified). In such case, 

the utility shall determine the deliverability of the capacity and energy bid using its best efforts, 

If a bid imposes delivery costs on the utility, the bid pnce as evaluated should be adjusted to 

reflect those costs and a new rank order established. If the bidder is prepared to mitigate those 

costs at its expense, no such adjustment need be made. All assessments of alternative delivery 

points shall be provided to the Staff and the Independent Monitor prior to the selection ofwiming 

bids. 

During Phase Three all other faCtors not previously considered are to be evaluated. These 

include evaluations of creditworthiness, experience and proposed exceptions to model conkact 

terms andor conditions. 

To the extent necessary, the utility may conduct post bid negotiations with selected 

bidders to clarify bid terms or to resolve issues relating to exceptions noted in submitted bids. 

Additionally, the utility may conduct final negotiations with selected bidders to resolve any other 
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issues that may arise. All such meetings are to be attended, in person or telephonically, by the 

Independent Monitor to assure that no undue advantage is afforded any bidder. Based on the 

evaluations conducted, the utility will, after consultation with the Independent Monitor, a d  

discussion with Staff, select the winning bids. 

C. Request for Proposal Bid Evaluation Procedures 

Bids in response to a Request for Proposal are confidential and are to be submitted in 

sealed envelopes to be opened simultaneously at the Commission in the presence of the utility’s 

bid evaluators, assigned Staff personnel, and the Independent Monitor. RUCO may also attend. 

Bids submitted may not be withdrawn for up to 30 days or until rejected by the utility. 

Bid evaluation will be conducted by a team of personnel including representatives of the 

utility and the Independent Monitor. During the evaluations, the Staff may be present. Final bid 

selections will be at the sole discretion of the utility. 

If the utility determines that all bids submitted are to be rejected, it will notify all bidders 

of its decision to reject all bids within 21 days of the day bids were opened. 

D. Descending Clock Auctions Bid Evaluation Procedures 

All bids are confidential and must be Elm until the auction has been completed. 

Electronically submitted bids must be secured and may not be reviewed except in the presence of 

the Independent Monitor. If feasible, bids will be reviewed at the offices of the Commission. 

The Staff and RUCO may also attend. However, no person selling or which may sell energy in 

competitive markets may review the bids (except of course for utility personnel assigned to the 

solicitation.) 1. 

E. Terms Required for Staff Recommendation 

Based on the utility’s forecasts of its power supply cost, the submitted forecast of 

wholesale power supply in Arizona, and such other information as it deems appropriate, the Staff, 

asisted by the Independent Monitor, shall establish “prices to beat” for each product solicited for 
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each utility. The “prices to beat” established by the Staff will be used for the purpose of 

determining whether the Staff will recommend without further analysis a finding that prices 

contained in any contract meeting the conditions outlined below are reasonable. For contracts not 

meeting the “prices to beat” conditions outlined below, the Staff will, after further analysis, make 

findings and recommendations relating to prudence, reasonableness and used and usefulness as 

appropriate in any subsequent proceedings as scheduled by the Commission. 

In any subsequent proceedings to recover the cost of power purchased pursuant to 

contracts entered as a result of the initial solicitation, the Staff will, without further analysis, 

recommend the Commission find the prices contained in such contracts are reasonable i f  the 

Monitor determines the solicitation was conducted appropriately and the following conditions are 

met: 

a For contracts with durations of three years or less, the Staff will recommend 

without further analysis approving contract prices when such prices in each year of the 

contract are less than the “prices to beat” established by the Staff and permit, at the 

utility’s sole discretion, extension of the contract for the same number of years at 

comparahle prices and on the same terms. 

For contracts with durations longer than three years but less than eight years, the 

Staff will recommend without further analysis that the Commission find the prices 

contained in any contract reasonable when, in each year of the contract delivery 

period, prices for power are less than the “prices to beat” established by the Staff 

pursuant to the following schedule: 

- Contracts of 4 years if contract prices are less than the “prices to beat” by 

4% or more during each year 

- Contracts of 5 or 6 years if contract prices are less than the “prices to beat” 

by 6% or more during each year 
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- Contracts of 7 years if contract prices are less than the “prices to beat” by 

10% or more during each year. 

a For contracts not meeting the conditions outlined above, the Staff reserves the right 

to challenge the prudence, reasonab!eness or usefulness of the contract entered. 

The above-described recommendations by the Staff do not constitute a finding by the Staff 

that any contract was prudent or that the utility’s power supply portfolio was prudently structured. 

The Staff reserves the right to contest the reasonableness of any recommended contract on its 

non-price terms or the utility’s portfolio in its entirety in any future proceeding. Additionally, 

contracts not meeting the above stated standards will not automatically be viewed by Staff as 

unreasonable or imprudent. The reasonableness and prudence of contracts not meeting the above 

criteria will need to be evaluated by Staff in subsequent proceedings. 

The “prices to beat” set by the Staff will not be disclosed. After final bid selections are 

announced, the Staff will identify those winning bids that have met the conditions set forth above. 

VI. Post Selection Requirements 

Within 14 days of the selection of winning bids, the utility will submit to the Commission 

a detailed report on the process employed to conduct the solicitation and an explanation of the 

basis for selecting the winning bids. To the extent that confidential information is to be provided 

it  should be noted. 

Within 3 days of the selection of winning bids the Independent Monitor will submit a 

status report on the solicitation process employed by the utility to the Commission. Within 14 

days of the completion of the solicitation, the Independent Monitor will submit to the 

Commission the report described in Section I1 C 2 above. 

Each utility shall maintain a complete record of all materials developed for, generated 

during or used in conducting the solicitation for the life of the longest contract, plus 5 years. n e  

retained records shall include, but not be limited to, reports, internal and external 

communications, analyses, contracts, forecasts, bids submitted, questions received from bidders 
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and the answers provided in response, and resource plans. These materials will be available to the 

Staff. To the extent that the material is not subject to a confidentiality agreement, these materials 

will be available to the bidders upon reasonable terms and conditions. 

Sometime after the completion of each utility’s initial solicitation, the Commission Staff 

will commence a review of the utility’s power supply portfolio to examine the prudence of that 

utility’s planning and procurement practices, and to determine the effectiveness and efficiency of 

the solicitation process employed. 

Also, sometime after the completion of the initial solicitation, the Commission Staff will 

commence a proceeding to review the solicitation process described in this document and will 

recommend such changes to the process as may be appropriate. Any refinements will be intended 

to improve the process and to enhance the development of a robust wholesale energy market in 

Arizona. Additionally, that proceeding will address the planning for future solicitations at such 

time and for such amounts of capacity and energy as may be needed. 

E. Solicitation Timelines 

On the following pages we have presented Solicitation Timelines for the two primary 

solicitation methodologies discussed at the workshops: The Descending Clock Auction (as 

proposed by A P S  in its initial comments on Track B Issues) and a more traditional Request for 

Proposals approach to power supply acquisitions. The timelines illustrate the time periods during 

which various required tasks are expected to be completed in order to assure that adequate power 

supplies are available by July 1, 2003. 

The timelines were reviewed wiJh the workshop participants and there was a genera] 

consensus that they captured the major tasks that will need to be undertaken and that in the 

aggregate the tasks could be completed within the allotted timefiames. 
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4. Consensus Issues Among Parties 

While there appeared to be few agreements among the participants to Track B when the 

workshops began in July 2002 the vast majority of the issues that separated the parties at that time 

were identified and discussed at the three workshops facilitated by the Staff. As a result of those 

discussions, only seven issues remain to be resolved by the Commission. Those issues are 

discussed in Section 5 of this Report. 

During the workshops, the participants considered issues ranging from defining products 

to be solicited through defining what will indicate that the solicitation failed. In reaching 

consensus, the participants drew upon the experience of marketers who have participated in 

competitive solicitations in other states and utility personnel responsible for meeting the needs of 

consumers in Arizona, The Staff and its advisors directed the discussion through all necessary 

areas, with special attention being paid to transmission access. 

On the following pages we set forth a list of the major issues considered during the 

workshop sessions and the agreements reached regarding those issues. 

.. 
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ISSUE 

~ 

1 .  Process should accommodate all possible products 
2.  Same process should be used for all UDC's. 
3 .  Load growth is contestable 
1. Unmet needs are contestable 
5 .  Contestable load will change over time 
5 .  Affiliated suppliers may compete for load 

1 .  What is the 
appropriate way to 
structure the solicitation 
process? 

2 .  Are there power 
upplies that should be 
:xempt from, or treated 
lifferently in, a 
:ompetitive solicitation? 

I .  What role should 
,east Cost Planning play 
n competitive markets? 

I. Who should bear 
rice risks? 

1 .  Should there be a 
tandard approach to 
ompetitive 
olicitations? 

I 

AGREEMENT IN PRINCIPLE 
~ 

1. Structure must be transparent 
2. Structured to meet goals of: 

a. System reliability 
b. No increase in consumer nsk 
c Reasonable pnces to consumers 
d. Environmental standards met 

3. Structure must be flexible 
a. Tailored to UDC 
b. Change over time 
c. Acquisition of multiple products from diverse generating 

sources should be encouraged. Multiple contracts from 
diverse suppliers are appropriate. 

1. Exempt from competitive solicitation: 
a. Existing contracts 
b. Future QF contracts 

I. UDC will continue to forecast load & develop supply portfolio 
!. Least Cost Panning will not require self-build by UDC 

. Assigning risk to LJDC increases LUC ' c a t  
I. Assigning risk to bidders will increase bid prices 
1 .  Contract fuel adjustment mechanisms are appropriate 
.. UDC will be free to seek cost recovery in hture proceedings 
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ISSUE 

. Market power is mitigated by permitting bidders to identify 
quivalent transmission points 
, Deliverability of load must be verifiable 

3 .  No preference to transmission should be given to UDC affiliates 
4. Bidders’ proposed transmission path cannot displace contract 
load or native load. 
5 .  Through the use of equivalent delivery points, swaps 
should be permitted 

6. How should UDC’s 
meet the Environmental 
Portfolio Standards? 

7. How should a 
competitively procured 
power supply portfolio 
be structured? 

3 .  What are the 
tcceptable pricing 
.egimes? 

1. Does a competitive 
o licitation address 
narket power concerns? 

AGREEMENT IN PRINCIPLE 

1. Bidders should not be required to include EPS in each bid 

2. EPS, Renewables and DSM should be permitted to bid in first 
solicitation, but no mandated “bonus points” awarded in review 
process. 
3. Any EPS not acquired through this solicitation should be 
acquired in a separate process. 

1.  Current transmission allows some level of competitive 
solicitation 
2. Must address load shape 
4. Product diversity 
5 .  Term diversity 
6. Deliverability must be considered 
7. Ancillary services are not to be solicited in the first solicitation 
as separate products. 
8. Ancillary services should be phased in accordance with 
Standard Market D e s i p  
3. Slice of system should not be bid in first solicitation. 
LO. Slice of system should not be included in the first solicitation. 
I 1. Unit contingent bids may be used in 2003 Solicitation 
12. Bids for multiple years should be considered in 2003 
solicitation 

I 131dders should have option to bid pnc 111g structure. 
!. UDC not required to accept a particular structure. 
I .  For first solicitation, UDC will use pncing structure and terms 
lpproved by Commission. 
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ISSUE 

10. Who can participate 
in the solicitation? 

1 1 .  Are there 
requirements to qualify 
to bid? 

12. How should bids be 
evaluated'? 

13. Failure of the 
;ohcitation 

I 

AGREEMENT IN PRINCIPLE 

1.  Solicitation open to all bidders. 

1. Pre-qualification of bidders should be required 
2. AI1 pre-qualification requirements should be disclosed before 
bidding. 
3. Amount of any bid fee imposed on bidders to be disclosed 
before bidding. 
4 Minimum qualification should be demonstration to provide 
creditworthiness. 

1 .  Evaluation criteria disclosed with solicitation: 
a. Draft contract 
b. Review process 
c. Specific criteria 
d. Bidder & product requirements to close. 

2.  Commission Staff and Monitor should: 
a. Review solicitation before issuance 
b. Monitor bid review by UDC 
c. Monitor selection process 
d. Review bids and fina! selection(s) 
e. Assure fairness & arms-length review 

. Solicitation will be a failure if: 

a. No consumer benefit 
b. No power contract is signed 
d. Commission determines the process, as 

e. Market power exacerbated 
f. Not enough capacity to meet load 

mployed, was flawed 

. If solicitation fails, Commlssion should require immediate new 
dicitation 
. UDC should retain solicitation records beyond life of contract 
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5. Unresolved Issues Among Parties 

At the conclusion of the sixth day of workshops, the participants agreed on a list of seven 

unresolved issues to be presented to the Commission. The list was prepared to include all 

unresolved issues raised by any individual participant who was present at the workshop on 

September 27, 2002. Accordingly, the issues identified by the Staff and referenced in the Third 

Procedural Order were all of the issues the workshop participants claimed were unresolved at the 

end of the workshops. While discussed below, the Staff does not agree that all of these issues 

should be addressed in this proceeding. The seven issues presented were: 

A. What portion of A P S ’  load represents its unmet needs? 

B. How the Staff will determine and use the “price to beat”. 

C. The timing of Commission prudence evaluation of solicited contracts. 

D. Should the utility or a third party conduct the solicitation in 2003? 

E. The standards of conduct governing utility-affiliate communications. 

F. Whether a least-cost planning process should be adopted by the Commission. 

G. Whether the Commission should initiate a proceeding to address DSM and 

Environmental R s k  Mitigation. 

The Third Procedural Order on Track B issues catalogs all of the issues presented by the 

individual parties at the procedural conference held on October 2, 2002. Many of the issues are 

variations of the seven issues listed above. 

The procedural order also identifies issues that the Staff addressed in the Solicitation 

Proposal and discussed with the workshop participants. The Staff position on how those issues 

should be addressed by the Commission 1. are set forth in the Solicitation Proposal, and a cross 

reference to that document is provided for ease of reference. 
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A. What portion of APS’ load represents its unmet needs? 

This is the penultimate issue to be resolved by the Commission. Clearly, there must be a 

clear identification of the capacity and energy that will be required in order to serve load before a 

solicitation can occur. The Staff believes the solicitation in 2003 should be for the energy and 

capacity the utility cannot supply fiom generation assets that are included in the utility’s rate base, 

from contracts in effect, as of September 1, 2002, and fiom generation sources it  must take as a 

result of law or regulation (QF’s and Environmental Portfolio sources). This unmet need for each 

of the next 4 years should be the minimum amount that is included in the solicitations in 2003. 

In Section I, B of the Staff proposed solicitation process, charts are provided showing 

Staffs current estimates of the capacity and energy needs for the next 4 years that should be 

deemed to be contestable loads in the 2003 solicitations for TEP and A P S .  These estimates were 

determined from information provided by the utilities during the workshops. In the case of TEP, 

the figures were provided by the utility. A P S  declined to provide energy and capacity estimates 

requiring the Staff to calculate the figures ??om information provided by the utility, which the 

utility now claims, is erroneous. Staff may, upon receipt of revised APS data, schedule an 

additional workshop to review A P S ’  submitted data with the Track B participants and : f  

appropriate revise the estimates contained in this Report. The Staff further believes that these 

zstimates will need to be adjusted periodica!ly to reflect changes in load, forecasted load, or 

power supply identified over time. 

B. How the Staff will determine and use the “price to beat”. 

During the workshops, some participants expressed the desire to have prompt Commission 

review of selected bids, in order to reduce-regulatory uncertainty resulting from the possibility of 

3 future disallowance of related costs. Staff did not agree that all contracts awarded under the 

solicitation should be automatically approved by the Commission. However, Staff developed the 

xice to beat concept to provide certainty of Staff support for cost recovery as an alternative to an 

:xpedited Commission review process. 
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The Staff will calculate the price to beat with the assistance of the independent monitor 

before the solicitation is released to prospective bidders. Available information on the forecast 

cost of delivered electricity in the Anzona market will be used to develop the price to beat. The 

Staff will review multiple sources of data to be provided by the utilities and any participant in the 

process who chooses to supply such data in establishing its price to beat. The price to beat is 

discussed in Section V, E (Terms Required for Staff Recommendation) of the proposed Initial 

Solicitation Process. 

The “price to beat” calculated by the Staff will be used by the Staff to determine whether 

Staff will support the prices contained in any contract, without further investigation, when the 

utility seeks recovery of related costs from consumers. The price to beat will be used only by the 

Staff, and will not be disclosed to the utility or to bidders, even after :he solicitation is completed. 

In this way, the chance that the price to beat will influence the evaluation process or the selection 

decisions made by the utilities will be minimized. After the solicitation is completed and 

contracts have been executed, the Staff will announce whether any of the winning bids have 

satisfied the price to beat criteria and, in turn, whe?her ;an:$ contracts executed will have the 

support of the Staff in a future cost recovery proceeding. 

C. The timing of Commission prudence evaluation of executed contracts. 

In the opinion of the Staff, the Commission should review the contracts entered into as a 

result of the solicitation at such time as the utility seeks to recover the associated costs from 

customers. 

During the Track B workshops sqme parties urged Commission review before contracts 

were executed, arguing that this would remove the risk to both utilities and merchants of 

regulatory disallowance and, presumably, result in lower cost bids. The Staff is interested in 

ensuring that consumers receive service at the best price, but believes that factors beyond price 

alone need to be considered in determining the reasonableness and prudence of decisions made by 

regulated utilities. At least in the case of this first solicitation the Staff believes that sufficient 

36 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

time must be allocated to a review of each utility’s power supply portfolio resulting from the 

solicitation to h l ly  evaluate the success of the solicitation process implemented and the 

reasonableness of the decisions made by the utility in the solicitation. 

D. Should the utility or a third party conduct the solicitation in 2003? 

The solicitation should be conducted by the utility barring evidence of impropriety by the 

utility. The procurement of energy and capacity to meet the needs of consumers is the 

responsibility of the utility. The judgment of a third party should not, in the ordinary situation, be 

substituted for that of the utility. However, the Commission should, through the Staff and an 

Independent Monitor, review the actions of the utility and be prepared to appoint a third party to 

conduct the solicitation should the utility fail to conduct a fair and transparent solicitation. In 

particular, should there be any evidence of improper contact between the utility and an affiliate, 

the Commission should have a third party conduct the solicitation if it is determined that the 

contact was a material violation of the standard of conduct. 

E. The standard of conduct governing utility-affiliate communications. 

For the solicitation to be successhl all bidders must be treated equally, starting with 

access to personnel assigned to the solicitation and information pertinent to the utilities’ power 

supply requirements and delivery capabilities. To accomplish this, an enforceable standard of 

conduct controlling contact between any person including affiliated companies, their personnel 

and contractors, that may bid in the solicitation and the utility must be established. Absent such 

standards, bidders will lack confidence in the process, which may result in a less robust bidding 

process. 1. 

The standards must require that all contact between the utility and its affiliates be on the 

same terms and under the same conditions as with all other bidders. That is, there should be no 

contact between the utility and affiliates that may bid in the solicitation, except through the 

communications protocol established for bidders. The key elements of the Staff proposed 

protocol is set forth in Section IV C of the Staff proposal (Section 3D). The protocol would 
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require the utility to establish a solicitation team by January 1, 2003, and prohibit contact relative 

to the solicitation with the team by any individuals associated with any affiliate. The Staff 

anticipates that the team would include personnel from the utility and such other personnel as the 

utility may require and that those persons would be barred from assisting any affiliate in the 

evaluation of the solicitation or preparing a bid in response to the solicitation. 

The utility should be required to prepare a draft standard of conduct and provide it to the 

Staff and the Independent Monitor as soon as possible as part of the pre-solicitation information 

and document preparation process. Once the Staff and the Independent Monitor have completed 

their review of the draft standard of conduct submitted by the utility and discussed changes with 

the utility, the draft should be shared with the prospective bidders. Their input on the draft 

standard of conduct will be reviewed by the Staff, the Independent Monitor and the utility. Upon 

completion of that review, the utility should make all changes to the draft standard of conduct 

deemed necessary and publish the final standard of conduct to the solicitation team and to all 

interested parties as part of its solicitation information. As discussed above, the Staff believes the 

utilities should begin that process in November 2002 and have all documents, including a draft 

standard of conduct, completed by the end of January 2003. 

An acceptable standard of conduct will, at a minimum, address the following: 

0 

Roles and Responsibilities 

0 Maintenance of confidential information 

0 

0 

0 

0 Standards for evaluations 

0 Protocols for logging communications 

0 

0 

Personnel who may be assigned 

Communications with affiliated entities and persons 

Equal access to information for all persons 

No undue advantage included in solicitation terms and conditions 

Records maintenance, including communications records 

Procedures for monitoring by Staff and independent monitor 

Procedures for verifying compliance, internal and external 
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F. Whether a least-cost planning proceeding should be adopted by the Commission. 
b 

Least-cost planning was an issue raised by RUCO during the workshops. No other 

workshop participant joined RUCO in making this observation. Staff believes that least cost 

planning is not an issue to be explored ill this initial solicitation proceeding. 

G. Whether the Commission should initiate a proceeding to address DSM and 

Environmental Risk Mitigation. 

The Law Fund requested that a proceeding be opened to examine the issue of how and 

when a solicitation for DSM and Environmental Risk Mitigation should be factored into the 

solicitation process. Staff believes that DSM and Environmental Risk Mitigation should not be 

addressed by the Commission in this proceeding. Also, the Commission need not decide at this 

time whether a separate proceeding is necessary to examine these issues. 

Pursuant to the Staff proposed process, bidders would be free to submit bids that include 

DSM or Environmental Risk Mitigation in response to a product solicitation, and utilities will be 

required to evaluate those bids C'I the same basis as they evaluate all other bids. Several 

participants in the Track B workshops have suggested that bidders should be required to include 

in their bids an environmental component. Staff believes that bidders should not be required to 

include DSM or Environmental Risk Mitigation components as a part of their response to a 

Solicitation but may do so if they deem it appropriate. 

5. Lessons To Be Learned From The Initial Solicitation 

While the proposed process described above is comprehensive and based on successful 

models from other jurisdictions, the unique circumstances that exist in Arizona will undoubtedly 

require that modifications to the process be made. The Staff has therefore planned to conduct 

thorough post solicitation reviews of the process each utility employs to determine what changes, 

if any, will need to be made to the process adopted by the Commission in this proceeding. While 
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the initial solicitations will be for all unmet needs presently identified, the Staff intends to review 

the appropriateness of the process for meeting future needs as they present themselves. The 

creation of an I S 0  or RTO or the ramifications of FERC’s SMD NOPR will also need to be 

considered and factored into changes that may be needed to assure that the solicitation process 

can continue to meet the goals established by the Staff. 

The Staff anticipates that codes of conduct and rules concerning affiliated transactions will 

also be reviewed. 

The Staff intends to review and, if necessary, to amend the process to reflect lessons 

learned regarding the effectiveness of the various methods employed by the utilities to solicit 

bids. In particular, the communications protocols established to manage relations with affiliated 

companies, the power supply products solicited, the contract durations and terms and conditions 

sought and the tools used to solicit and evaluate bids submitted will be reviewed. 

Finally, the Staff will evaluate lhe time allocated to each phase of the process to determine 

whether adequate time was allocated to allow for preparation of all required data, development of 

specifications and bids and for comprehensive evaluations of all bids received. 

7. Subsequent solicitations 

After completion of the initial solicitations, the Staff will conduct the reviews described 

above in Chapter 6. To the extent that the Staff determines that changes to the process are 

required, i t  will recommend such changes to the Commission. 

While presented as the “initial” solicitation process, the Staff believes the process is 

comprehensive and will be adequate to manage future solicitations to acquire power supplies to 

meet unmet needs identified in the future or to meet needs of the utility in the event that asset 

divestiture may be approved by the Commission. However, the creation of an IS0 or RTO or the 

implementation of FERC’s SMD proposal may significantly alter the dynamics of competitive 

wholesale markets and would likely require significant amendments to the process, particularly 

1. 

1 
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with regard to the roles and responsibilities of the process participants and the range of power 

supply products to be acquired. 

8. Appendix One To ACC Staff Report On Track B: An Overview Of Competitive 

Solicitation In Selected States For Wholesale Supply 2002 

INTRODUCTION 

As the restructuring of the electric utility industry in the United States has evolved, 

regulators have examined various models in order to find the model that best provides sustainable 

benefits to consumers from development of competitive markets. In some states, the focus has 

been on retail choice accompanied by mandatory divestiture of generating assets. In other 

jurisdictions, retail choice was encouraged without divestiture. Still other jurisdictions have 

determined that neither retail choice nor divestiture is appropriate at this time, but that power 

supply additions should be competitively procured. With each model, the utility retained the 

responsibility for providing service to thoce customers who were not served by another supplier. 

This review 01 the regulatory approaches of selected other state commissions concentrated 

on how those commissions used competitive bidding processes to meet default service 

obligations. A second part of the review examined what restrictions, if any, were imposed by 

regulators on wholly-owned affiliates of utilities in competitive solicitations. 

In summary, each state that implemented competitive solicitation for wholesale supply of 

zlectricity adopted an approach unique to that jurisdiction. For example, states that required 

jivestiture of generation implemented solicitation programs designed to procure full system 

requirements, typically with slice-of-system all requirement contracts, while utilities with owned- 

generation used solicitation programs to supplement their installed capabilities. The processes 

adopted were also significantly dependent on the state of development of the RTO, ISO, or power 

pool in which the affected utilities operated. There is no “perfect model” that can be adapted 

from another state for use in Arizona. Rather, the experience from a number of states should be 
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drawn upon, modified, and applied to the needs of Arizona to fashion a solicitation program that 

will meet the needs of this state. 

Status of’ SI ate E 1 ect 1-1 c J n d  u a t n ,  Rest ruct LI ri 11 L! A ct i 1.i t 1, 

-- as ot‘ . lul \7  3002 -- 

As of June 2002, twenty-four states and the District of Columbia have either enacted 

iabling legislation or issued a regulatory order to implement retail access. Each state’s retail 

:cess s chedule v aries a ccording t o i ts u nique I egislative m andates a nd regulatory o rders. T h e  

formation in the “Status of State Electric Industry Restructuring Activity Map” was gathered 

3m state public utility commissions, state legislatures, and utility company web pages. The map 

as prepared by the Energy Information Administration of the U.S. Department of Energy. 
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DISCUSSION 

Arizona has challenges that are different from those other states had to address when 

implementing a wholesale solicitation process. Most states that have moved forward in this area 

have had well developed and integrated transmission pools, providing the ability to balance needs 

and reserves with a high degree of certainty. Typically, those pools have well defined load 

management processes. In many of those states, the regulators have established rules and 

regulations to ensure that the wholesale power purchases made by utilities do not impair system 

reliability and are contracted for in a manner that is fair, equitable and provides tangible benefits 

for consumers. 

Following are brief descriptions of the approaches adopted by several states that have 

addressed wholesale solicitation requirements as part of restructuring the electric utility industry. 

Colorado 

Background 

Colorado has repeatedly rejected legislation to restructure the electric utility industr). 

Instead, the PUC, by rule making, requires utilities to use competitive solicitation to meet 

the Integrated Resource Plan (IRP) standard established by the Commission. 

Wholesale solicitation 

Utilities retain the obligation to procure capacity and energy to meet the needs of 

consumers. Each utility must file an IRP with the Commission (Code of Colorado 

Regulations 723-3, Rules 3600-36 15), which includes a forecast and needs assessment 

every four years. The IRP must also include the draft RFP the utility will use to solicit 

energy and capacity bids. Under the recently mended rules, the PUC will review the 

resource plan and approve the plan for the utility before competitive solicitations are 

conducted, including the plan for competitive solicitation. Approval by the PUC creates 

the presumption that the utility actions are prudent. However, the rules expressly state 
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that approval of a plan carries no presumption that the selection of specific resources are 

prudent. The obligation to conduct a solicitation and to acquire resources and to prove 

that costs should be recovered affer the fact remains with the utility. Public comments on 

the IRP are not required. 

Florida 

Background 

Before an electric utility can build an electrical power plant that generates more than 75 

megawatts of steam or solar generation, the electric utility must conduct a solicitation for 

wholesale power and secure a determination of need from the Florida Public Service 

Commission. 

In making its need determination, the PSC takes into account: 

1 .  the need for electric system reliability and integrity; 

2. the need for adequate electricity at a reasonable cost; and 

3. whether the proposed plant is the most cost-effective alternative available. 

The need determination process Onables the PSC to verify that more electricity generation 

capacity is needed to prevent unnecessarily burdening consumers with the costs associated 

with constructing new power plants. 

The intent behind the bidding rule is to provide consumers with benefit when, through an 

open and fair process, the supply side of the wholesale energy equation is subject to 

competitive bidding. 

Wholesale solicitation 

Prior to filing a need determination petition to build an electrical power plant, an electric 

utility is required to solicit and evaluate competitive proposals for supply-side alternatives 

by issuing a Request for Proposals ( R m .  

The PSC promulgated rules (PSC Rule 25-22-082) regulating the process by which 

capacity additions are authorized. The rules include evaluation of supply-side alternatives 

and detailed requirements that the utility must meet as part of a solicitation through a 
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request for proposal process. 

solicitation process, while the utility conducts the solicitation. 

solicitation are permitted to challenge the outcome of the solicitation. 

permitted to bid in a solicitation. 

Presently, the PSC is considering reviewing the solicitation process because, since the 

rules adoption in 1994 no contracts have been awarded to competing proposals, that is, the 

The RFP is filed with the PSC, which monitors the 

Only parties to the 

Utilities are 

tself. utility has won all of the contracts 

Maine 

Background 

As part of the 1997 restructuring of the electric utility industry, the legislature directed the 

Maine Public Utilities Commission (MePUC) to promulgate rules for the provision of 

standard offer service. In January 2001, the MePUC issued an order adopting detailed 

rules. Pursuant to those rules, the MePUC has, in the first instance, responsibility for 

conducting a solicitation to meet standard offer service obligations in the state. Electric 

companies only have the obligation to procure electricity and capacity in the event the 

MePUC notifies the company of its failure to procure the standard offer needs. Electric 

utilities retain the obligation to provide standard offer service to customers who chose not 

to switch providers. 

Wholesale solicitation 

Chapter 301 of the MePUC rules provides for the commission to conduct requests for 

proposal to meet the standard offer requirement. The rules limit sales by affiliates to no 

more than 20% of the amount of the solicitation, and the initial solicitation was only for 

contracts of one year. Bidders are permitted to bid for portions of the requirement in 

multiples of 20% of the total solicitation. 
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Maryland 
Background 

Pursuant to settlements reached with each of Maryland’s electric utilities, generation was 

deregulated and retail customer choice was implemented beginning in 2000. Each utility 

retained the responsibility to provide Standard Offer Service for finite periods at rates that 

were frozen by the Commission for various classes of customers through as late as 2006. 

Each utility was given complete discretion to arrange electric supply, but for all SOS 

service to be rendered from 2004 through 2006 that supply has to be procured through 

competitive wholesale markets. No power supply contract executed to serve SOS 

customers could contain prices that exceeded the Pnce Freeze rates established by the 

Maryland Commission. 

Wholesale solicitation 

The Maryland PSC has not established rules or regulations mandating the conduct of 

power supply solicitations. Rather, through settlements with individual utilities, the 

Commission defined the responsibilities of each utility to acquire power in competitive 

solicitations to serve standard offer service customers. 

Massachusetts 

Background 

The Massachusetts Department of Telecommunications and Electricity’s (DTE final 

decision to officially open the retail electricity market to competition in March 1998 was 

issued in January 1997. In early 1998 the DTE issued rules establishing licensing and 

disclosure requirements for retail suppliers and standard offer service and issued rules for 

distribution, default generation services, standard offer generation, aggregation 
f .  

requirements, and ownership of meters. During 2000 the DTE issued an order that allowed 

utilities to base their rates for default service on wholesale bid prices, beginning in January 

2001. Utilities began issuing competitive bids seeking 4-month to 1 -year contracts for the 
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power needed to serve their default service customers. Default service is defined as those 

customers who have left their competitive supplier, or are new to the utility’s territory. 

Wholesale solicitation 

Massachusetts’ four distribution utilities are each a member of NEPOOL, an integrated 

transmission pool with sophisticated load management and settlement procedures. 

Massachusetts required fu l l  divestiture of generating assets as part of electric utility 

restructuring. Each distribution company is responsible for default service. Each 

distribution company conducts a solicitation every 6-12 months and solicits bids for a 

subsequent 6-12 month period. Typically, there is a short round and then a final round of 

bidding. The issue of wholly-owned subsidiaries with load is not an issue in 

Massachusetts and, accordingly, there are no specific prohibitions on affiliate sales of 

power. However, regulators do monitor solicitations and if an affiliate were to bid, the 

solicitation would receive closer review. The regulators do not receive copies of the W P S  

issued by the distribution companies. 

New Jersey 

Background 

The Electric Discount and Energy Competition Act of 1999 (“EDECA” or “Act”), 

N.J.S.A. 48:3-49 et seq., provides that for at least three years from the starting date of 

electric retail choice and until the New Jersey Board of Public Utilities (the Board) finds it 

to be no longer necessary and in the public interest, electric public utilities shall provide 

basic generation service (BGS). N.J.S.A. 48:3-57(a). 

By Order dated June 6, 2001, the Board directed the four electric distribution companies 

(“EDCs”) in New Jersey to each file specific proposals to implement an RFP process for 

BGS for Year 4 of the Transition Period. 

Wholesale solicitation 

The four New Jersey electric distribution utilities filed a generic proposal for the provision 

of Basic Generation Service The generic proposal recommended a simultaneous, multi- 

round, descending clock auction format. 
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The EDCs jointly proposed a single Auction Process for the procurement of supply to 

meet the full electricity requirements (i.e., energy, capacity, ancillary services, 

transmission, etc.) of retail customers that had not chosen a Third Party Supplier. Under 

the proposal, the BGS Loads of all EDCs would be bid out in the same auction. The 

annual BGS retail load of each EDC is considered a separate “product.” 

The EDCs proposed that an Independent 3rd party conduct the Auction. 

After hearings, the Board authorized the proposed process with modifications and 

assigned its consultant to monitor the auction. 

Subsequent to the auction the Board commenced a proceeding to review the outcome of 

the process employed and to consider modifications to the process suggested by the 

Auction Manager, the Board’s consultant and other persons who submitted comments. 

Pennsylvania 
Background 

The Electricity Generation Customer Choice and Competition Act was enacted in 1996. 

The law allowed consumers to choose among competitive generation suppliers beginning 

with one thirc of the State’s consumers by Januxy 1999, two thirds by January 2000, and 

all consumers by January 2001. Utilities were required to submit restructuring plans by 

September 1997. Utilities are required to be providers of last resort and customers have 

the right to return to default service at any time through 2010. 

Wholesale solicitation 

The distribution company is required to meet its obligation as provider of last resort by 

purchasing required amounts of energy and capacity from wholesale sources. 

Procurement from affiliated generating companies is permitted. The utility retains 

discretion to determine the source of wholesale energy and capacity. As of January 1, 

2001, the utility’s recovery from customers is limited, through the terms of approved 

settlement agreements, to pre-established rates for each class of ratepayer. 
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Texas 

Backmound 

Restructuring legislation was enacted in 1999 to restructure the Texas electric industry 

allowing retail competition. The bill required retail competition to begin by January 2002. 

Rates are frozen for 3 years, and then a 6 percent reduction will be required for residential 

and small commercial consumers. This will remain the "price to beat" for five years or 

until utilities lose 40 percent of their consumers to competition. Utilities must unbundle 

into 3 separate categories, using separate companies or affiliate companies, the generation, 

the distribution and transmission, and the retail electric provider. Utilities will be limited 

to owning and controlling not more than 20 percent of installed generation capacity in 

their region (ERCOT). 

The PUC adopted rules for the provider of last resort for when competition began in early 

2002. The provider of last resort is required to provide to consumers no longer served by 

their provider of choice service at a fixed price. A competitive bidding process will 

designate the last resort providers for each consumer class. Bidding was completed by 

June 1,2001. 

During 2001, utilities in Texas began the process of auctioning part of their generating 

capacity. The auction is designed to increase the pool of available power for new retail 

suppliers entering the market, prevent market power, and promote competition in 

electricity markets. 

Wholesale solicitation 

As part of the restructuring of the market, utilities are required to acquire 15% of their 

capacity requirement through auction. The utility has the responsibility to procure the 

necessary capacity and energy, adhering to the rules established by ERCOT. Capacity in 

addition to the mandated capacity auction is procured through solicitation and secured by 

bilateral contracts. 

9. Appendix Two: APS' Response To Staff's October 15,2002, Data Request 
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. 
Jana Van Ness 
Manager 
Regulatory Compliance 

October 22, 2002 

VIA FACSIMILE 

Tel 6021250-2310 Mail Station 9905 
Fax 6021250-3399 P O  Box53999 
e-mail Jana VanNess@aps com Phoenix, AZ 85072-3999 

R E C E I V E D  
,. , - -  ;. .,, ,;, . , / I  ;,- 

;;., I ., _ _  LI  - Janet F Wagner 

Arizona Corporation Commission 
1200 W. Washington 
Phoenix, Arizona 85007 

Attorney, Legal Division . - .  

r, .i;.!r r,;t!T,f,;J ~ , ; ' ~ : , 8 ; : ! ~ ~ . ~ ~  ::!'I 

RE ARIZONA CORPORATION COMMISSION STAFF'S FIRST SET OF DATA REQUESTS 

ET AL 
TO ARIZONA PUBLIC SERVICE COMPANY PURSUANT TO ACC DOCKET NO E-00000A-02-0051 

Dear Ms Wagner 

Enclosed is a copy of Arizona Public Service Company's ("APS") responses to the Arizona Corporation 
Commission Staffs (Staffs) First Set of Data Requests dated October 15, 2002 

If you or your staff have any questions, please feel free to call me 

Sincerely, 

Manager 
Regulatory Compliance 

Attachment 

JVNlvld 

Cc With Attachments 
Matt Rowell, ACC 
Christopher Kernply, ACC 
Thomas Mumaw, Esq. PWCC * .  



STAFF'S FIRST SET OF D.ATA REQUESTS T O  ARIZONA PUBLIC SERVICE LV 
DOCKET NO'S. E-00000A-02-0051, E-01315.4-01-0822, E-00000A-01-0630 

October 15.2002 
AND E-01933.4-02-0069 (TRACK B) 

hIR 1 . 1  Please prokide all forecasts of APS' total retail load capacity and energ) for the 
following years: 7003. 3004, 3005. 2006. and 2007. For each forecast pro\ ~ d e d .  
please describe the purpose fiv \ihich it \\as prepared. its strengths and 
weaknesses. and the degree of reliance that APS has placed upon it. 

RESPONSE 

See attached t ab le .  [AttacIinit.iit Staff DK I ,  Q. hlR 1 .  I ]  

APS prepares forecasts of retail customer peak demands and energy requirements 
to support the operational, financial. and system improvement planning needs of  
the company. Each of the forecasts presented here has influenced the conipan>,'s 
view of what actions are required to best meet the anticipated customer demands. 
APS places heavy reliance on each forecast to develop its plans, but recognizes 
that each forecast is inherently uncertain 2nd plans accordingly. 

Each forecast is typically characterized by the same set of strengths and 
weaknesses. Strengtl 
such that actual results can be conipared against projections and resulting 
deviations can be used i n  the preparation of subsequent forecasts; having a 
management review of the key assumptions underlying each forecast for 
consistency and, to the extent practical, accuracy; and the knowledge of how 
much uncertainty may be reflected in  each forecast. Weaknesses are generallv to 
be found in the areas ofgreatest volatility and uncertainty, such as the difficulty 
in  accurately forecasting net population migration to Arizona, sudden changes to 
customer beha\.ior, actual iheatlier conditions, and ciistomer coincident peak loacl 
facto rs . 

:,rzlude: preparing each forecast with sufficient detail 
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STAFF'S FIRST SET OF DAT.4 REQUESTS TO ARIZONA PUBLIC SERVICE IN 
DOCKET NO'S. E-00000.A-07-0051, E-O1315,1-01-OSZ2, E-00000.4-0 1-0630 

October 15,2002 
.AND E-0 1933..4-02-0069 (TRACK B) 

MR I 2  Please specify kbhether there is an "official" forecast(s), i.e.. one which APS uses 
for any formal purpose. If so, please identify i t  and describe its use. If there are 
more than one, please identify and describe each. 

RES PONS E: 

APS typically prepares nvo "official" forecasts each year: a IO-year forecast in 
the spring to support long range planning efforts and a forecast in the h l l  to 
support near-term budget and operational plan development. Historically. this 
has been for a j-year period, although this year's budget forecast covers 
additional years. Of course. APS also has an on-going planning process that 
requires these forecasts to be modified and updated on a more periodic basis. 
These updates are generally adopted and used by the various planning zroupj 
within the Cornpan>' to update their o i b n  plans. 



STAFF’S FLRST SET OF DATA REQUESTS TO ARIZONA PUBLIC SERVICE IN 
DOCKET NO’S. E-00000A-02-005 1 ,  E-01345A-01-0822, E-0000011-0 1-0630 

October 15,2002 
AND E-01933.4-02-0069 (TRACK B) 

L l R  1.3 Please list each rate-based plant that APS uses to s e n e  its retail load. For each 
plant listed, please specify the plant‘s capacity and capacity factor. 

RESPONSE: 

See attached table. [Attachment Staff DR 1 .  M R  1 .;I 



Attachment Staff DR 1,  Q MR 1 3 

Palo Verde 1 
Palo Verde 2 
Palo Verde 3 
Four Corners 1 
Four Corners 2 
Four Corners 3 
Four Corners 4 
Four Corners 5 
Navajo 1 
Navajo 2 
Navajo 3 
Cholla 1 
Cholla 2 
Cholla 3 
W Phx CC 1 
W Phx C C 2  
W. Phx. C C  3 
Ocotillo Steam 1 
Ocotillo Steam 2 
Saguaro Steam 1 
Saguaro Steam 2 
W Phx C T  1 
W Phx CT 2 
Ocotillo CT 1 
Ocotillo CT 2 
Saguaro CT 1 
Saguaro CT 2 
Yucca 1 
Yucca 2 
Yucca 3 
Yucca 4 
Douglas 
Childs / Irving 
APS TOTAL 

RESPONSE: MR 1.3 

APS Generating Unit Historical Capacity Factor 

2000 -2002 

I 1 2002 

361. 

I 

(MW) 

36 1 
362 
170 
170 
220 
111 
111 
105 1 

105 1 

105 
110 ( 
245 ( 
260 ( 

80 ( 
80 ( 
80 C 

110 c 
110 c 
11Q c 
100 c 
50 C 
50 C 
50 0 
50 0 
50 0 
50 0 
18 0 
18 0 
52 0 
51 0 
15 0 
4 2  

3927 

ANNUAL CAPACITY FACTC 
("0) 

2000 2001 2002 
100 4 
87 2 
90 3 
87 7 
90 6 
73 3 
75 9 
90 6 
86 4 
81 4 
85 3 
82 4 
90 2 
76 0 
49 0 
40 0 
54 0 
34 6 
31 5 
27 2 
30 6 
15 2 
17 0 
11 2 
9 6  

13 3 
14 7 
5 0  
6 9  

12 2 
4 8  
3 2  

66 8 

87 8 
92 6 
83 9 
81 5 
80 9 
91 2 
90 6 
83 0 
80 2 
91 4 
82 5 
68 7 
81 1 
86 5 
49 0 
60 2 
42 7 
39 8 
38 5 
25 7 

40 9 
18 4 
19 2 
24 4 
21 8 
19 7 
16 4 
23 4 
21 8 
22 0 
11 9 
14 5 
65 9 

90 
91 
100 
77 
90 
86 
90 
62 1 

81 ' 
79 
83 
65 : 
74 ' 
81 
32 E 
33 7 
42 C 
17 4 
10 6 
9 3  

11 7 
2 6  
3 8  
3 3  
3 0  
3 0  
1 9  
3 7  
4 3  

14 1 
0 3  
0 2  

59 7 

NOTE Capacity factors are affected by planned outages forced outages APS fuel and variable 
O&M costs, market prices of economy energy, operational constraints and APS load requirements 



STAFF'S FIRST SET OF DATA REQUESTS TO ARIZONA PUBLIC SERVICE IN 
DOCKET NO'S. E-00000A-02-0051, E-01345.A-01-0522, E-00000A-01-0630 

October 15,2002 
AND E-01933.4-02-0069 (TRACK 13) 

hlR 1.4 Please list each contract under \\Iiich APS obtains capacity and energy to serve 
its retail load. For each contract listed, please specify the contract's capacity and 
energy or load factor and the date it was entered into. 

RESPONSE: 

P ac i fi C o rp D i v e r s i h' Ex c h an g e 
480 M W  on-peak capacity limited to maximum 40Yo capacit\.. factor hla? 
1 5-Sep 15 each year. The contract was entered into September 1990. 

Salt River Project Territorial Agreement 
350 MW capacity for delivery January-December each >'ear. This 
amount increases per a formula by 7 or S hl\v per >'ear. Enersy is 
distpatcliable and varies as a f~inction of .AI'S economics and to meet the 
needs of APS system reliability. The aiiiitial capacity factor has ranged 
froin 3 1 YO to 59% in the 9000-2007 time frame. The contract was 
entered into in 1955 and was most recently amended in 1998. 

Constellation Po\\er (entered into March 2000) 
25  M W  on-peak capacity with 100% capacit? factor during on-peak 
period for de l i~e ry  July 7003 - September 7003 

Williams Energy Marketing and Trading (entered into March 2000) 
25 MW oii-peak capacirq LL i r h  1005.6 capacii! factor during on-ped, 
period for deliven, July 2003 - September 2003 

Morgan Stanley Capital Group (entered into hlarch 3000) 
5 0  hl W on-peak capacity \vith 100% capacitl, factor during on-peah 
period for deli\.ery July 2003 - September 2003 

Morgan Stanley Capital Group (entered into NoLeinber 300 I )  
25 M W  on-peak capacity Lvith 100% capacity factor during on-peak 
period for delivery J u l )  2003 - September 1003 

NOTE: APS also has a QF ageement iL,ith '4bitibi. bu t  i t  is not for firm cupacit?. 
or energ)' and thus has been excluded from APS resources for Track B purposes. 



ST-AFF'S FIRST SET OF D.ATA REQUESTS TO AlUZON.4 PUBLIC SERVICE I N  
DOCKET NO'S. E-00000.A-02-0051, E-013154-01-0822, E-00000A-01-0630 

October 15,2002 
AND E-01933'4-02-0069 (TRACK B )  

.LlR 1.5 Please identify APS' forecasted unmet needs, i.e., the difference between 
forecasted load and capacity and associated unmet energy needs, for the years 
2003, 2004, 2005, 2006, and 7007. Please identify the specific forecast used to 
determine your response, and please explain why that forecast was selected. For 
the purposes of this question, capacity and energy refers to rate-based generation 
assets and contracts to purchase poicer entered into before September 1 ,  2002.  

RESPONSE: 

See attached table [Attachment Staff DR I ,  Q. L l R  1.51 for the amount o f e n e r s  -_ 
and capacity APS currently expects to require to meet its reliability needs based 
on the October 2002 budget forecast. This is the most recent "official" forecast 
available. This table considers both its current rate-based generation assets 
referenced in Response M R  1.3 and the contracts referenced in Response blR 
1.4. APS has further excluded capacib and e n e r g  for RMR above that pro\ ided 
from APS units because of the small number of even potential competitors and 
also amounts from renewable resources acquired or to be acquired under the EPS 
(APS believes this was a consensus position during the workshops). 

In addition, APS expects to procure a certain ai~iount of economy energy in each 
of these years depending solely on the actual energj cost of APS resources 
compared with market prices for pouer Based on current expected fonvard 
market prices for natural gas and power, APS could potentially purchase up to 
3,557 GWH of economy energy in 2003; 4,033 GWH in  2004; 6,695 GWH in 
2005; 6,948 GWH in  2006, and 9.275 GWH in 2007 If actual power prices are 
I O %  louer  or higher (and all other factors i m u n  as projected). APS would 
expect to make additional (fewer) economy energy purchases of 800 GWH or 
(500 GWH), respectively, for 3003 in response to these changing conditions 

This economy energy will be acquired competitively i n  a process that will permit 
qualified and interested sellers to participate and nhich APS will describe i n  
more detail i n  its Koveinber 1. 2002 testimony in Track B.  

As can be seen by the Attachment. APS requires approximately 73% of its 2003 
retail load (plus reserves) to be competitively acquired i n  3003. increasing to 
more than 25% i n  3007. On the other hand. its energy needs are both 
significantly less initially and are at all times dependent upon the relative costs of 
gas and purchased polver, bu t  given current forecasts would range from some 
15% in 2003 to 33% in 3007. 

* .  
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SUMMARY 
TRACK B REBUTTAL TESTIMONY 

ERNEST G. JOHNSON 
GENERIC ELECTRIC RESTRUCTURING DOCKET 

DOCKET NO. E-00000A-02-0051, ET. AL. 

My rebuttal testimony responds to A P S  witness Steven M. Wheeler and focuses on 
two issues: Expedited Contract Approval and Price to Beat. 

I conclude that Expedited Contract Approval is unnecessary, inappropriate and is not 
in the public interest, and could result in rates that are not just and reasonable. This 
conclusion is bolstered by the fact that this process is occumng against a backdrop of a 
wholesale marketplace which is not workably competitive as determined by the Commission 
in Order #65154. If adopted, an expedited approval process may inadvertently relieve the 
utility of its responsibility to procure power in a prudent manner resulting in rates that are not 
just and reasonable. Also, an expedited approval process may short change or limit the 
Commission’s opportunity to thoughtfully and completely examine both the process and the 
results emanating therefrom. Such a result would clearly goJ be in the public interest. 

Turning to the issue of Price to Beat, Staff proposed the price to beat concept as a 
compromise position which would provide some cost recovery assurance to the utilities and 
merchants within certain parameters, while avoiding the pitfalls of pre-approval. From 
Staffs review of the testimony, it would appear that some parties perceive Staffs proposal as 
too problematic or undesirable. 

Therefore, Staff respectfully withdraws its proposed Price to Beat and urges the 
Commission not to pre-approve or allow for Expedited Contract Approval. 

Rejection of Expedited or Automatic recovery is necessary in order to protect 
ratepayers against significant unknown economic harm without adequate recourse. 
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INTRODUCTION/SUMMARY 

Q. 

A. 

Q- 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, occupation, and business address. 

My name is Ernest G. Johnson, 1200 West Washington, Phoenix, AZ 85007. 

By whom are you employed and in what capacity? 

I am employed by the Arizona Corporation Commission (“ACC” or “Commission”) as the 

Director of the Utilities Division. 

Briefly describe your responsibilities as Utilities Director. 

I am responsible for the day to day operations of the utilities division, including policy 

development, case strategy and overall division management. 

Please summarize your educational background and professional experience. 

In 1979 and 1982 respectively, I earned Bachelor of Science and Juris Doctorate degrees, 

both from the University of Oklahoma. I have been involved in the regulation of public 

utilities since 1986. I was employed by the Oklahoma Corporation Commission in 1986 

in various legal capacities. In 1993, I was named acting Director and served in that 

position until mid 1994. I served as permanent Director from mid 1994 until October 

2001. While serving in these capacities I have participated in numerous regulatory 

proceedings including providing.policy analysis concerning Electric Restructuring before 

the Oklahoma Corporation Commission and Oklahoma State Legislature. 

Did you participate in the Track B workshops? 

Yes, I attended and participated in each of the Track B workshops. 
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Q. 

A. 

Are you sponsoring the Track B Staff Report, which was filed on October 25,2002? 

Yes, I am one of three witnesses sponsoring the Track B Staff Report. 

Q. 

A. 

What is the purpose of your rebuttal testimony in this case? 

I respond to comments made by APS witness Steven M. Wheeler. In particular I address 

the issues of expedited contract approval and the price to beat. 

EXPEDITED CONTRACT APPROVAL 
Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Have you reviewed the testimony of APS witness Steve Wheeler? 

Yes, I have. 

Do you have any comments regarding his testimony? 

Yes, I do. 

In his testimony (page 6, line 25 - page 7, line 1) Mr. Wheeler argues that the 

Commission should approve the contracts resulting from the solicitation on an 

expedited basis and that such approval should provide for full and timely cost 

recovery. What is S ta f fs  position on this issue? 

In Staffs opinion, expedited contract approval would not be in the public interest and is 

unnecessary and inappropriate for this solicitation. 

Why? .. 

While Staff is committed to assisting the Commission in its efforts to transition to and 

facilitate a robustly competitive wholesale electric market in Arizona, this is not the time 

to adopt an expedited approval process. Staff believes that expedited contract approval is 
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not a necessary component in facilitating a robustly competitive wholesale electricity 

market. This is especially true when viewed against two facts: 

1. A backdrop of a wholesale market place, which is not workably competitive as 

determined by this Commission in Order # 65 154, 

2. And the level of risk that ratepayers would be required to assume under the APS’ 

proposal. 

In Staffs opinion, adoption of the A P S  proposal could result in rates that are not just and 

reasonable. Staff would not be opposed to reconsidering this issue in subsequent 

solicitations. 

In light of the oversupply of generation that currently exists in Arizona, Staff believes that 

in-state generators will be compelled to bid for APS’ contestable load. Also, out of state 

suppliers may find the solicitation process amenable and APS’ contestable load desirable. 

Consequently, expedited approval simply is required to attract bidders at this time. In 

this case, it would appear that AE’S is simply seeking to shift the risk of cost recovery 

away from itself on to consumers. 

Q. 

A. 

Could adoption of the APS proposal result in adverse consequences to consumers? 

Yes, if adopted an expedited approval process may, inadvertently relieve the utility of its 

responsibility to procure power in a prudent manner resulting in rates that are not just and 

reasonable. Such a result would clearly not be in the public interest. 

It is my understanding that currently APS procures its required resources without ACC 

expedited approval. It would appear that APS is able to meet its service obligation and 
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remain financially viable. In Staffs opinion, A P S  has not made a compelling showing to 

support expedited approval. 

Staffs proposal in Track B leaves the utility with the ultimate decision-making authority 

regarding its needs and the ultimate responsibility to act prudently. 

Q. 

Q. 

A. 

Q. 

Are there other concerns with Expedited or Pre-Approval Processes? 

Yes, in Staffs opinion, utilities must have sufficient incentive to procure power in a 

prudent manner on behalf of its customers. An expedited or pre-approval process may 

eliminate prudency reviews, a very necessary incentive. 

Do you have any further thoughts on this matter? 

Yes, in Staffs opinion an expedited approval process may short change or limit the 

Commission’s opportunity to thoughtfully and completely examine both the process and 

the results emanating therefrom. I would think that in the initial solicitation the 

Commission would decide to retain utmost flexibility such that it is not limited in its 

abilities to effectuate remedies or make course adjustments as may be necessary. This 

would seem most appropriate based upon the fact that this will be the first time that the 

Commission has ventured down this path. Retaining flexibility would seem to be critical 

at this juncture. ,. 

Do you think expedited approval is necessary for competition to develop and 

succeed? 
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A. Not in my opinion. It has been my observation that industries that are competitive operate 

effectively without guarantees of cost recovery. For example, when an automobile 

manufacturer enters into a contract to buy parts from a supplier neither the manufacturer 

nor the supplier has any guarantee that the cost of the contract will be recovered. In spite 

of this uncertainty, competition is quite vibrant within the highly capital intensive 

automobile industry. 

PRICE TO BEAT 
Q. 

A. 

Q. 

A. 

Can you explain the genesis of the Staffs “Price to Beat” concept? 

As more fully discussed in the testimony of Staff witness Alan Kessler, the price to beat 

was a compromise proposed by Staff. During the workshops, it was apparent that the 

utilities and merchants favored expedited review or pre-approval of their power 

agreements. Staff proposed the price to beat concept as a compromise position: that 

would provide some assurance to the utilities and merchants within certain parameters 

while avoiding the pitfalls of pre-approval. 

At page 8, lines 13-24 of his testimony, Mr. Wheeler criticizes Staff‘s intent not to 

disclose the price to beat. Can you comment on this? 

First, I would like to point out t b t  Mr. Wheeler’s assertion that the price to beat could be 

revealed at some “. . .future moment to support disallowance of power costs for which the 

utility was already contractually committed.. .” is not consistent with Staffs position. 

Staff believes that revealing the price to beat before contracts are executed could adversely 

influence bids and that disclosure subsequent to bidding but before contracting could 
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possibly skew the selection process. 

desirable or consistent with the public interest. 

Staff did not view either possible outcome as 

Q. 

A. 

Q. 

A. 

Are there any changes to the price to beat concept that you would like to propose? 

Yes, as indicated in Staff testimony, the price to beat was put forward as an 

accommodation or compromise to address the concerns expressed by the utilities and 

merchants. It was the Staff equivalent of an ‘olive branch.’ It would appear that to some 

parties Staffs proposal is too problematic or undesirable. 

Therefore, at this time the Staff respectfully withdraws its proposed price to beat and 

would urge the Commission to pre-approve or provide for expedited contract approval 

because such a course of action could subject ratepayers to significant unknown economic 

harm without adequate recourse. 

Does this conclude your testimony? 

Yes, it does. 



BEFORE THE ARIZONA CORPORATION COMMISSION 

WILLIAM A. MUNDELL 

Chairman 

JIM IRVIN 

Commissioner 

MARC SPITZER 
t 

Commissioner 

IN THE MATTER OF THE GENERIC ) DOCKET NO. E-00000A-02-005 1 
PROCEEDINGS CONCERNING ELECTRIC ) 
RESTRUCTURING ISSUE. 1 

SERVICE COMPANY’S REQUEST FOR A 1 

A.A.C. R14-2-1606. 1 

INDEPENDENT SCHEDULING 1 
ADMINISTRATOR. 1 

VARIANCE OF CERTAIN ELECTRIC 1 

IN THE MATTER OF ARIZONA PUBLIC ) DOCKET NO. E-O1345A-01-0822 

VARIANCE OF CERTAIN REQUIREMENTS OF ) 

IN THE MATTER OF THE GENERIC ) DOCKET NO. E-00000A-01-0630 
PROCEEDINGS CONCERNING THE ARIZONA ) 

IN THE MATTER OF TUCSON ELECTRIC ) DOCKET NO. E-O1933A-02-0069 
POWER COMPANY’S APPLICATION FOR A ) 

COMPETITION RULES COMPLIANCE DATES. ) 

TRACK B REBUTTAL TESTIMONY 

OF 

ALAN KESSLER 

ON BEHALF OF 

UTILITIES DIVSION 

ARIZONA CORPORATION COMMISSION 

November 18,2002 



TABLE OF CONTENTS 

Issue 1: The Staffs “price to beat”. Page 6 

Issue 2: Approaches to quantifying 
unmet capacity and energy needs 

I 

Issue 3: Proposed amendment to the Staff 
Report 

Page 9 

Page 15 

Issue 4: The Staffs position regarding 
communications among the utilities, 
the Staff, the Independent Monitor, 
and potential bidders Page 16 

Issue 5 : The Staffs position on how renewable 
energy resources should be treated 
in the initial solicitation. , Page 17 



1 .  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Track B Rebuttal Testimony of Alan Kessler 
Docket No. E-00000A-02-005 1 et al. 
Page 1 

Q. 
A. 

Q. 
A. 

t 

Q. 
A. 

Q. 
A. 

Please state your name and business address. 

Alan Kessler, 244 N. Main Street, Concord, NH 03301 

By whom are you employed and in what capacity? 

I am a Managing Director of Accion Group, Inc., a consultancy providing 

regulatory, strategic, operational and financial advisory services to a broad range 

of clients, including electric, gas, and water utilities, regulatory agencies, and 

other organizations involved in utility-related matters. My responsibilities include 

coordinating our practice activities relating to services we provide in planning and 

regulatory matters, as well as in business organizational issues. 

Please discuss your educational background. 

I graduated from the City College of New York in 1969 with a B.S. degree in 

Economics. In 1975, I was awarded a J.D. degree by Capital University. I have 

also done graduate studies in Economics at the Massachusetts Institute of 

Technology. Since graduation, I have continued my education by taking 

professional education courses in finance, law, and economics. 

Please discuss your professional experience. 

After graduation from the City College of New York, I was employed by the 

Columbia Gas System as an economic analyst assigned to financial and asset 

acquisition issues. Subsequent to law school, I was employed by the Public 

Utilities Commission of Ohio as a hearing officer where I presided over rate, fuel 

clause, and quality of services cases for electric, gas and telephone companies. In 

1978, I joined the law department of Ohio Power Company where I was 

responsible for all of the company’s regulatory litigation. I was promoted to 
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General Counsel in 1984. In 1987, I joined the Utilities Consulting practice of 

Emst & Young, where I focused on advising clients on issues related to 

financially distressed utilities. In 1998, I joined Deloitte Consulting, specializing 

in mergers and acquisitions and regulatory matters. In 2002, I co-founded Accion 

Group, Inc., my current employer. 

Have you ever testified before any regulatory agencies prior to this 

testimony? 

Yes. I have previously testified before the Vermont Public Service Board, the 

New Hampshire Public Utilities Commission, the Public Utilities Commission of 

Ohio, and the Federal Energy Regulatory Commission (FERC). Additionally, I 

have testified on utility-related matters in bankruptcy court and before the New 

Hampshire and Ohio legislatures. I have also advised clients on regulatory 

matters before the utility regulatory authorities of New York, Michigan, Missouri, 

Kansas, Virginia, Pennsylvania and California. 

Would you please describe your role in the Track B proceedings? 

Accion Group, Inc. was retained by the Staff to assist in planning and facilitating 

the four Track B workshops and to advise the Staff on matters relating to the 

operations of competitive wholesale markets. Our assistance included advising 

the Staff on the different approaches to conducting solicitations for wholesale 

power employed in various markets, and how other regulatory bodies monitor 

competitive solicitation processes. We assisted the Staff in preparing the Staff 

Report that was issued on October 25, 2002. I participated in each phase of our 

engagement and attended each workshop held. 

Are you sponsoring the Staff Track B Staff Report? 

Yes, I am one of three witnesses sponsoring the Track B Staff Report. 

2 
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What is the purpose of your Rebuttal Testimony? 

Several witnesses have expressed concerns relating to the Staffs proposed use of 

a “price to beat.” I will explain why the Staff proposed the approach and the 

purpose to which the Staff intended to use the “price to beat” concept. I will 

discuss APS’  and TEP’s approach to quantifying their unmet capacity and energy 

needs, as presented in the Needs Assessments they filed on November 4, 2002. 

Also, my testimony presents an amendment to the Staff Report that should be 

considered by the Commission. This change results from discussions held at the 

Workshop conducted on November 6, 2002, after the issuance of the Staff Report. 

The amendment will clarify the Staffs position on the issue of how to define 

“unmet needs.” Finally, I discuss the Staffs position regarding communications 

among the utilities, the Staff, the Independent Monitor, potential bidders, and 

other persons having an interest in the solicitation process. Finally, I address the 

Staffs position on issues raised regarding how renewable energy resources should 

be treated in the initial solicitation. 

Please summarize the workshop process and its impact on the Staffs 

proposed solicitation process. 

Through the workshop process, the Staff successfully forged agreement among 

the parties on nearly all of the issues surrounding a competitive solicitation. It is a 

credit to all those involved that they came together to provide a consensus on 

what would produce the best solicitation approach. 

As the testimony of the parties shows, disagreement remains on a few important 

points, such as how the amount of the solicitation will be determined and whether 

pre-approval will be granted by the Commission. 
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Q. How was the Staff solicitation proposal developed? 

The Staff used the workshops to first identify and then narrow the issues that 

needed to be addressed in creating a competitive solicitation process. Next the 

Staff circulated a draft proposal for comments from the workshop participants, 

and conducted an additional one-day workshop to refine concerns of the parties 

and provide an opportunity for the parties to reach agreement. Finally, the Staff 

revised its solicitation proposal to incorporate workshop comments, and released 

it to the parties. 

Please discuss why the Staff proposed the use of a “price to beat.” 

Several workshop participants, including the utilities, sought an assurance that the 

power contracts resulting from a solicitation would receive pre-approval by the 

Commission through the use of an expedited prudence review. The utilities 

wanted to mitigate the risk of a future disallowance of some or all of the cost of 

purchase power. The merchants sought regulatory approval in order to make it 

easier for them to assign the power contract proceeds as a financing tool. 

The Staff believed that such a process was, and still is, unworkable because this 

Commission is unfamiliar with the operation of competitive wholesale power 

markets, and time is required for careful review of the reasonableness of the 

Utilities’ decisions before full approval can be granted. In particular, the Staff 

believes that both the bids selected and the reasonableness of each utility’s power 

supply portfolio resulting from the addition to its existing power supplies of the 

supplies selected will need thorough review. It is the Staffs opinion that the 

expedited approvals sought could not be issued in the time frame proposed 
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without unduly compromising its ability to conduct a meaningful analysis of the 

complex issues that arise from redesigning a power supply portfolio. 

At the same time, the Staff understands the parties’ desire to have some indication 

of the likelihood that specific contracts will not be challenged by the Staff when 

the utility seeks to recover its costs from consumers. To address that need, the 

Staff proposed to accept as reasonable, without further analysis, the prices 

contained in specific contracts if they met certain conditions and were at prices 

below the Staffs “price to beat.” As proposed, the Staff would determine the 

“price to beat” before bids were selected, based on the Staffs review of historic 

and forecast market prices for delivery of capacity and energy in Arizona. 

While the Staff Intention was to support contracts meeting the “price to beat”, the 

Staff did not propose finding all other contracts unreasonable or imprudent. 

Rather, the Staff reserved judgment so it could, in a thoughtful manner, consider 

whether the utility exercised reasonable business judgment and whether, when 

taken as a whole, the utility’s power supply portfolio was appropriate. 

Why did the Staff decide not to disclose the “prices to beat” it established? 

The Staff chose not to disclose its “prices to beat” because such a disclosure could 

bias the decision making process. If the “price to beat” is disclosed prior to 

bidding, bidders are likely to use it as a target price. If it is disclosed subsequent 

to bids being submitted but prior to contracts being entered, the utilities may skew 

their selection to gain the Staffs support. Either result would diminish the 

effectiveness of the solicitation process. Therefore, the Staff decided not to 

disclose its “prices to beat”, but rather proposed to simply announce which 

selected bids met the “prices to beat” criteria. 
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1. 

4. 

2. 

i. 

Q. 

A. 

Q. 

A. 

Q. 

Do the parties to Track B agree with the Staffs proposal? 

Based on the testimony of several parties, apparently not. Several would require 

the Staff to disclose the ‘‘prices to beat,” others believe it will be extremely 

difficult to establish “prices to beat” while others apparently believe the Staff 

proposal is inadequate to provide the assurances they seek. 

Do utilities presently have their power supply purchases pre-approved by 

this Commission? 

To the best of my knowledge, Arizona utilities presently do not have their power 

supply contracts, or other contracts for goods or services, pre-approved by this 

Commission. Rather, they exercise their business judgment and enter such 

contracts in the normal course of business. Those contracts are generally only 

reviewed at such time as their reasonableness is contested. 

Which Staff witness will testify on the Staffs current proposal regarding 

regulatory approvals? 

Mr. Johnson of the Staff addresses this issue in his filed testimony. 

How does the Staff define the unmet needs for utilities? 

It is the Staffs belief that unmet needs should be defined as the difference 

between a utility’s capacity and energy requirements, and the amount of capacity 

and energy that it has available to it at reasonable and competitive cost. 

Please explain how the Staff determined the unmet needs of APS and TEP. 
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As explained in the Staff Report at Page 7, the estimates contained in the Staff 

Report were based on information provided to the Staff by the utilities during the 

August workshops. The Staff used the capacity requirement and an average 

system capacity factor provided by the utilities to develop the estimate of unmet 

needs as presented in the Staff report. The Staff did not attempt to establish 

precise estimates of the contestable capacity or energy requirements for either 

utility because unmet needs are fluid. Under the Staffs approach, contestable load 

and energy would be adjusted during the Pre-Solicitation phase of the process to 

accommodate changes in projected load and system economics. Final unmet 

needs are expected to be quantified prior to the issuance of the initial solicitation. 

Did the utilities adopt that definition in preparing their needs assessments 

filed November 4,2002? 

No. In particular APS defined unmet needs as the difference between its forecast 

load and all capacity and energy it was physically capable of producing, 

irrespective of the cost of that generation. 

Did this create a significant difference between what the Staff proposed as 

unmet needs and what APS proposed? 

Yes. The current APS approach significantly reduced the amount of energy APS 

proposed to solicit from what the company identified during the workshop. 

Would the APS approach mean that APS would not competitively acquire 

any significant amount of energy in the 2003 solicitation ? 
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No. According to Mr. Carlson, APS would probably acquire a significant amount 

of its energy requirement through competitive solicitations for both short-term 

and economy energy. Mr. Carlson claims APS’ approach would meet all of APS’ 

unplanned needs and that the as yet undefined subsequent competitive solicitation 

for economy energy would displace higher cost APS generation when 

opportunities to do so occurred. 

How did APS propose to acquire that energy? 

APS proposed to acquire capacity and energy to cover what they call unplanned 

needs and to purchase economy power, as it has in the past, by relying on the spot 

market. 

Does the Staff disagree with this approach? 

Not if the utilities make every effort to first solicit for all their unmet needs, 

including an amount equal to or greater than their anticipated economy energy 

requirements, in a fair and transparent solicitation. 

Then why is there a dispute between the utilities and the Staff regarding the 

level of unmet needs to be solicited in this initial solicitation? 

The Staff believes that for the initial solicitation each utility should seek bids for 

all of the capacity it reasonably expects it will need for the periods it believes are 

reasonable and for all of the energy it expects to purchase from third parties, in 
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order to determine market prices for both capacity and energy and to then assess 

the risks of alternative supply scenarios. 

The Staff believes the first solicitation should include (1) all of the additional 

capacity, including reserves, the utility expects it will need for the periods 

covered by the solicitation, and (2) all of the energy the utility expects to purchase 

from third parties for specified time periods. Once bids are received, the utility 

will be responsible for assessing the risks of accepting each alternative supply 

scenario. In contrast, A P S  wants to solicit the capacity it will need, and then 

procure short term and anticipated economy energy purchases from the spot 

market, without evaluating the potential benefit of contracting for all unmet 

energy needs. 

Is there a fundamental difference between the Staffs proposal and the 

utilities’ approaches? 

Interestingly, there is not a fundamental difference. As A P S  witness, Mr. Carlson 

stated, APS plans to solicit for three products: capacity only, capacity with 

minimal energy, and physical “call” options. He also noted that subsequently and 

as circumstances dictated A P S  would purchase economy energy. 

The Staff believes that, in addition to the products APS proposes to solicit bids 

for, it should also solicit bids for firm energy and dispatchable energy (whether 

coupled with bids for capacity or not) in an amount equal to its total unmet needs 

as defined by the Staff and as finally determined during the pre-solicitation phase 

of the process proposed by the Staff. 

What is the benefit of the approach supported by the Staff? 
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First, it is important to remember that the Staff has taken the position that this 

process is intended to enable each utility to manage its power supply portfolio in a 

reasonable manner. The process is not intended to relieve the utilities of their 

obligation to manage their businesses in a prudent manner, nor is it intended to 

deprive the utilities of the means and flexibility they need to do so. Soliciting for 

all of the energy reasonably expected to be purchased from third parties, that is to 

say unmet needs as defined by the Staff, during the initial solicitation does not 

obligate the utilities to purchase all of the power sought during the solicitation. 

As the Staff clearly stated in its Staff Report at Page 16, the utilities have the right 

to reject all bids if, based on a reasonable rationale, their opinion is that the bids 

do not meet the needs of the utility and are not in the best interests of consumers. 

For instance, a utility soliciting firm or dispatchable energy may find that firm 

energy is available at prices that make the potential benefits of the spot market, 

with its price volatility, unattractive. The utility may also find that dispatchable 

energy is available at prices below the utility’s marginal costs of generation. 

Locking in that dispatchable energy during the initial solicitation will assure some 

consumer benefits and still maintain the flexibility to go to the economy market 

when circumstances dictate. 

That sounds like a very different approach than the one presented by APS. 

Is it? 

Not really. Mr. Carlson proposed a solicitation for call options on energy. 

Call options as Mr. Carlson explains, give the Utility the right to take capacity and 

energy at predetermined prices when it chooses consistent with the terms of the 

option. In other words, the utility can in effect dispatch the capacity and energy. 

Options are in fact a financial proxy for a contract for dispatchable energy. 

10 
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Has the Staff recalculated its estimate of APS’ and TEP’s unmet energy 

needs? 

We are still in the process of completing that analysis and will provide that 

information as soon as it is available. 

Does the Staff dispute APS’ or TEP’s quantification of their unmet capacity 

needs? 

Yes. A P S  has quantified its needs based on a reserve level reflecting reserves 

associated only with APS generation. They argue that firm capacity acquired 

from third parties will provide reserves and therefore A P S  will not need to solicit 

for those reserves. In effect, that approach limits APS’  ability to decide when it is 

most cost efficient to take and pay for reserves offered by bidders, and what cost 

savings would be realized by APS providing its own reserves. 

As Dr. Roach observed, reserves provided by bidders could easily be counted 

against unmet needs. Recognizing bidders’ reserves will also make it easier for 

the Staff and the Independent Monitor to compare the merits of alternative bids as 

the evaluation of bids is conducted. 

The Staff also has concerns relating to the RMR capacity and energy needs 

quantified by both A P S  and TEP. These concerns are addressed by Mr. Smith in 

his testimony. 

You mentioned earlier that you would present a change to the Staff Report. 

Could you please identify that change and explain why it is being proposed? 

11 
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Yes, at Page 4 of the Staff Report, the Staff would insert the word “econ~mically’~ 

on line 20 before the word “served.” The Staff proposes this change to make it 

clear that during the development of the solicitation process, the Staffs intention 

was to have the vast majority of reasonably expected purchases of capacity and 

energy acquired through the process proposed by the Staff. The Staff was clear 

that only power, capacity andor  energy to meet “unplanned needs” would be 

acquired outside the process. Obviously, the utilities plan to make economy 

purchases. After they conduct the initial solicitation and acquire all the capacity 

and energy they deem to be appropriate as a result of that solicitation, they should 

still take advantage of economy purchases if, and as, they are available. The Staff 

believes the amount of anticipated economy energy should be solicited on a firm 

or dispatchable basis, and then evaluated by the utility based on the information it 

will acquire as a result of the solicitation, to determine whether contracts for 

power are better alternatives than reliance on spot markets. As stated before, the 

utility remains responsible for making, and justifying, Its decisions when 

evaluating bids. 

Several parties expressed concerns over how open the Staffs process was 

and how parties would communicate with the Staff, the Independent 

Monitor, and the utilities. Would you care to comment on those concerns? 

Yes. The Staff made every effort to ensure that the process would be as 

transparent as possible and as accessible to all parties as they could make it. The 

Staff proposal was developed with the assistance of the workshop parties. 

Particular interest was paid to transparency and preventing any potential bidder 

from gaining an unfair advantage, especially utility affiliates. 
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The Staff's process is designed to encourage open and frank discussion of issues 

as they arise. It is not the Staffs intention to hinder, in any way, the free flow of 

conversation between bidders and the utilities, the access to data made available 

as a result of the solicitation, or the ability of non-bidding parties to attend or 

participate in meetings held by the utility to discuss their proposed bid packages, 

or to keep from the utilities concerns developed by the Staff or the Independent 

Monitor during the solicitation process. On the contrary, as indicated in the Staff 

Report, there are mandated information requirements for the solicitation and 

informational meetings to discuss that data, and there are defined obligations of 

the Independent Monitor to communicate with all parties, including the utilities. 

There are also requirements that communications by and between utilities and 

their merchant affiliates with regard to the solicitation be monitored and 

restricted. Also, all bidders should have access to the same data, so all 

communications between utilities and bidders will be made available to all 

bidders on a web site. The Staff believes that the standards set out in its proposed 

process will allow the process to progress in an orderly and appropriate fashion. 

Mr. Kendall, representing Wellton-Mohawk Generating Facility, 

recommended in his Direct Testimony (pages 4 and 5) that in the competitive 

procurement process, utilities give additional credit to renewable resources 

for their public benefits. What is the Staff's position on this issue? 

The Staff believes that bidders of renewable resources should be 

allowed to bid in this initial solicitation and that utilities should not be required to 

give credit for the value of the renewable resource to the utility in meeting the 

Environmental Portfolio Standard. However, whether such credits should be 

13 
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required in subsequent solicitations should be considered in any future review of 

the process adopted. 

On page 17 of his Direct Testimony, Mr. Kendali recommends that 

renewable resources be specifically solicited in Track B and that separate 

renewables-only solicitations may be held as needed. What is the Staffs 

position on this issue? 

The Staff believes that the utilities may solicit renewable resource products 

through the competitive procurement process. In addition, renewables-only 

solicitations may be held. However, utilities should be allowed to solicit 

renewable resource products in the initial solicitation. 

Does that conclude your testimony? 

Yes, it does. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Do you hold any special licenses or  certificates? 

I am licensed with the State of Arizona as a Professional Engineer - Electrical. 

Please state your name and business address. 

Jerry D. Smith, 1200 West Washington, Phoenix, Arizona 85007. 

By whom are you employed and in what capacity? 

I am employed by the Arizona Corporation Commission (“Commission”) as an Electric 

Utilities Engineer for the Utilities Division. 

Please summarize your educational background. 

I graduated from the University of New Mexico with a Bachelor of Science degree in 

Electrical Engineering. I received a Masters of Science degree in Electrical Engineering 

from New Mexico State University majoring in power systems and electric utility 

management. 

Have you previously submitted testimony on behalf of Arizona Corporation 

Commission Staff in Track A and Track B proceedings? 

Yes, I have. I submitted direct and rebuttal testimony in Track A proceedings and 

contributed to the Staff Report filed in both the Track A and Track B proceedings. 

Did you participate in the Trqck B workshops? 

Yes, I attended and participated in each of the Track B workshops. 

Are you sponsoring the Track B Staff Report, which was filed on October 25,2002? 

Yes, I am one of the three witnesses sponsoring the Track B Staff Report. 

JDS: TrackBRebutlDS.doc 
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PURPOSE OF REBUTTAL TESTIMONY 

Q. 
A. 

Q. 
A. 

What is the purpose of your rebuttal testimony in these proceedings? 

My rebuttal testimony will respond to specific segments of Track B direct testinion! 

provided by Peter M. Ewen, David Hutchens, Dr. Craig Roach, Curtis L. Kebler, anc 

Robert W. Kendall. My rebuttal testimony focuses on the following topics: 

1. Local service area transmission import constraints for the Arizona Public Service 

Company (“APS”) and Tucson Electric Power (“TEP”); 

2. Reliability Must-Run (“RMR”) generation requirements associated with the above 

transmission import constrained areas; and 

3. Staff recommended treatment of RMR capacity and energy requirements in the 

competitive solicitation process. 

Please summarize the contents of your rebuttal testimony. 

My testimony identifies discrepancies and omission of RMR capacity and energy figures 

in the A P S  and TEP Track B needs assessment filings. In addition, I restate Staffs position 

regarding when RMR capacity and energy are legitimately contestable. My testimony concludes 

with a Staff recommendation of including AF’S and TEP RMR capacity and energy in the 

contestable load tables of Staffs Track B report. I suggest the RMR Study results filed with the 

Commission by January 31, 2003, should be used to adjust the recommendation about 

contestable load offered by Staff in Track B. 

LOCAL TRANSMISSION IMPORT CONSTAINTS 

Q. Please describe how transmission constraints impact the “contestable capacity and 

energy” levels procurable from the competitive wholesale market. 

Transmission constraints limit what capacity and energy can be delivered from particular 

generators over particular lines to the intended load. Furthermore, a Reliability Must-Run 

(RMR) condition exists, for a geographic area, during any period of time that local load 

exceeds the transmission import capability for that local area. When that occurs, the load 

A. 
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serving utility must rely upon local generating units to serve the amount of load thal 

exceeds the local transmission import limit. When determining how much energy and 

capacity should be procured by competitive solicitation, it is necessary to (i) accurately 

define the extent of transmission constraints, (ii) determine what hours of the which days 

the constraints occur, and (iii) what generating units can meet RMR requirements. 

Q. 
A. 

Q. 

A. 

How is this relevant to this proceeding? 

In the case of AF'S, the utility has suggested that only units it owns can meet RMR 

needs, though the company has agreed to entertain bids for RMR service. The result is 

the utility claiming that RMR capacity and energy should not be considered contestable 

when procuring capacity and energy from the competitive wholesale market. This 

approach has the potential to diminish the benefits to be derived from competitive 

bidding, and serve to encourage the utility to continue using generating plants within a 

constrained area, and not looking to meet system needs from cheaper and cleaner sources. 

APS and TEP filed needs assessments in accordance with the third procedural order 

on Track B issues dated October 9, 2002. Have APS and TEP accurately defined 

their transmission import constraints for their respective local service areas in their 

needs assessments? 

There are inaccuracies in the transmission import limits reported by A P S .  Mr. Peter Ewen 

identifies the A P S  transmission import limit for metro Phoenix as being 3535 MW from 

2003 through 2012.' This import capacity assumes 600 MW of additional A P S  

transmission import capacity resulting from construction of the Palo Verde to Rudd 500 

kV line by the summer of 2003. However, Staff confirmed with A P S  and SRP during the 

October 1 gth 2002 Biennial Transmission Assessment workshop that only half of that 

import capacity addition would actually be realized. Similarly, it was confirmed that APS 

would share in each 600 MW transmission import capacity increase assumed to result 

' Work Papers, APS Metro Phoenix Reliability Must Run Estimates, Peter M. Ewen, November 4, 2002, page 76. 
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froin the addition of the Palo Verde to Southeast Valley 500 kV line in 2006, and the Pal( 

Verde to Table Mesa 500 kV line in 2008. Neither of these two transmission impor 

improvements was acknowledged by Mr. Ewen in his Reliability Must Run Estimates. Ir 

addition, Mr, Ewen ignored the transmission import constraints known to exist for A P S '  

Yuma service area. 

Neither transmission import capacity nor RMR capacity and energy calculations were 

included in TEP's needs assessment filed by David Hutchins on November 4.2 Therefore, 

Staff will use information about transmission import constraints for the Tucson area 

presented by TEP throughout the electric restructuring proceedings and the Biennial 

Transmission Assessment workshops. Its transmission import capability is dependent 

upon the combination and output of local generating units in service. 

Q. 

A. 

What are the consequences of the local transmission import capacity inaccuracies 

and omissions from the APS and TEP filed needs assessments? 

In the case of APS, it means the RMR capacity and energy is understated in 2003 

through 2006 and overstated in later years. In other words, the unmet RMR capacity and 

energy needs are similarly understated fi-om 2003 to 2006 and overstated in later years. In 

the case of TEP, it means we have no record of RMR capacity and energy components in 

their needs assessment. 

RELIABILITY MUST-RUN GENERATION REQUIREMENTS 

Q. Did Staff include RMR capacity and energy in the contestable capacity and energy 

tables3 of its Track B Staff Report? 

No, we did not. Staff did not have adequately defined RMR capacity and energy numbers 

available at the time of the report. Such information still is not available to Staff as stated 

A. 

Track B Needs Assessment and Procurement Proposal, David Hutchins, November 4, 2002. 
Staff Report on Track B: Competitive Solicitation, October 25, 2002, page 7. 3 
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earlier in this rebuttal testimony. In fact, that is why Staff took particular steps to include 

the deliverability qualifications section of our recommended solicitation p r o ~ e s s . ~  

Q. Does Staff support the supposition that RMR capacity and energy should be 

considered contestable for the 2003 competitive solicitation? 

Staff believes RMR capacity and energy should be considered contestable. Throughout A. 

the Track B workshops, Staff has stated conditions under which RMR capacity and 

energy could be contestable. Dr. Craig Roach has eloquently captured those conditions in 

his testimony.’ RMR capacity and energy could be contestable if: 1) non-utility owned or 

non-rate based generation units exist locally, 2) remote generation has access to non-APS 

or non-TEP firm transmission capacity to delivery to the respective local area, or 3) 

remote generation offers to finance transmission improvements to mitigate the 

transmission import constraint. While the third condition may not be achievable within 

the early years of the 2003 solicitation, it may be feasible for the later years. 

Q. 

A. 

Mr. Curtis L. Kebler expressed concerns about the RMR hours, capacity and 

energy not being known until a decision in the Track B process is rendered.6 Does 

Staff share this concern? 

Yes, we do. However, transmission providers have committed to an RMR Study Plan that 

will be documented in the 2002 Biennial Transmission Assessment. That commitment 

includes an agreement to perform RMR Studies for years 2003-2007 to be filed with the 

Commission in January 2003. The identification of RMR hours, capacity and energy is 

one of the study requirements. -. Refinement of the transmission import limitation is also a 

requirement of that study. The resulting study information will then be available to 

incorporate in the pre-solicitation activities of the 2003 competitive solicitation process. 

Ibid, pages 15 and 18. 
Testimony of Dr. Craig R. Roach, TECOiPanda Gila River, November 12,2002, page 27 
Direct Testimony, Reliant Resources, Curtis L. Kebler, November 12,2002, page 16. 

4 

5 

6 

JDS TrackBRebutJDS doc 



1 

I 

L 

- 

4 

< .- 

6 

7 

e 
9 

IC 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

2t 

Track B Rebuttal Testimony of Jerry D. Smith 
Docket No. E-00000A-02-005 1 et al. 
Page 6 

Q. 

A. 

Mr. Robert Kendall suggests that the competitive solicitation process is an ideal 

mechanism to use to identify any generation solutions that could help resolve local 

transmission import constraints and associated RMR conditions.’ Does Staff agree? 

Yes, Staff agrees with Mr. Kendall on this point. In fact, his reference to Track A 

Decision No. 65 154 ordering that APS and TEP work with Staff to develop a study plan 

to resolve RMR generation concerns and include the resulting plans in the 2004 Biennial 

Transmission Assessment is on point. Including RMR capacity and energy as contestable 

load in the 2003 competitive solicitation will offer a market response reference for Staff 

regarding the relative economic and environmental merits of generation solutions to the 

transmission import constraint. Such a comparison is most important before finalizing the 

ten-year RMR study plan results to be incorporated into the 2004 Biennial Transmission 

Assessment. 

TREATMENT OF RMR IN CONTESTIBLE LOAD DETERMINATION 

Q. How does Staff propose RMR capacity and energy be handled in the contestable 

load determination? 

A. Staff recommends that A P S  and TEP RMR capacity and energy be added to the 

contestable load tables provided at page 7 of the Track B Staff Report. 

Q. How does Staff propose to determine what quantity of APS and TEP RMR capacity 

and energy should be included in Staffs definition of contestable load for the 2003 

competitive solicitation? 

A. Staff agrees with Mr. Ewen fiat his metro Phoenix RMR figures should serve as a place 

holder until completion of the RMR study to be filed with the Commission by January 31, 2003.8 

The capacity need identified as “RMR Need” and the energy identified as “Total Energy” in Mr. 

Ewen’s Metro Phoenix Reliability Must Run Estimates should be used for this purpose.’ Staffs 

Direct Testimony, Welton-Mohawk Generation Facility, Robert W. Kendall, November 12, 2002, page 24. 
Track B Testimony, APS, Peter M. Ewen, November 4, 2002, page 2 1. 
Work Papers, APS Metro Phoenix Reliability Must Run Estimates, Peter M. Ewen, November 4, 2002, page 76 
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Track B contestable recommendation should include these RMR figures. As the RMR Study f o ~  

the Phoenix area progresses, the APS transmission import capacity and contestable RMR figure: 

should be adjusted accordingly. 

In addition, A P S  should develop similar RMR figures for the Yuma area. Similarly, TEP 

should develop RMR figures for the Tucson area. The basic foundation of this information, at 

least the RMR capacity number is available from the Biennial Transmission Assessment. It is 

Staffs opinion that such numbers should be developed early in the required RMR study effort 

and should be added to the contestable load quantities approved by the Commission in Track B. 

Q. 
A. 

Q. 
A. 

How does Staff recommend RMR conditions should be administered? 

Staff recommends that APS and TEP should administer RMR conditions in accordance 

with applicable Arizona Independent Scheduling Administrator (AzISA) or Westconnect 

protocol approved by FERC. 

Does that conclude your testimony? 

Yes. 

JDS: TrackBRebutJDS.doc 



STAFF REVISED CONTESTABLE LOADS ESTIMATE 
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2003 

CAPACITY (MW) 

2004 2005 YEAR 

1935 

-660 

139 

2734 

Net Unmet Reliability Needs' 

APS Phoenix Resources2 

APS Yuma Resources3 

2055 

660 

139 

2854 APS 

TEP Retail Load4 

-Transmission Import Limit5 

TEP 

1661 

660 

139 

2460 

1890 

-1 132 

758 

ENERGY (GWH) 

YEAR 

Net Unmet Reliability Needs' 

APS Phoenix Supplied' 

APS Yuma Supplied 

Economy Purchase6 

APS Short Term Hedge7 

APS 

Unmet Needs' 

Local Generation Supplied' 

TEP 

2003 

639 

37 

0 

3705 

215 

4381 

50 

0 

50 

1956 

-1 132 

1993 

-1 132 

824 I 861 

2004 

840 

90 

0 

4033 

0 

4963 

46 

0 

46 

2005 

1228 

165 

0 

6695 

0 

8088 

120 

0 

120 

2006 

2151 

660 

139 

2950 

2030 

-1 132 

898 

2006 

1469 

263 

0 

6948 

0 

8680 

104 

0 

104 

Schedule PME-1, Peter M. Ewen, November 4,2002 adjusted to include 15% reserves for all load. 
Work Papers, APS Metro Phoenix Reliability Must Run Estimates, Peter M. Ewen, November 4,2002, page 76. 
Schedule PME-9, Peter M. Ewen, November 4,2002. 
Exhibit 5, Track B Needs Assessment and Procurement Proposal, David Hutchins, November 4,2002. 
Ibid, existing capability with no local generation plus 182 MW for Saguaro to Tortolita 500 kV line #2 in 2003. 
Schedule PME-, Peter M. Ewen, November 4, 2002. 
Work Papers, APS Monthly Generation By Resource Type, Peter M. Ewen, November 4,2002, page 99. 

' Exhibit 1, Track B Needs Assessment and Procurement Proposal, David Hutchins, November 4,2002. 
To be determined, excludes energy for 95 MW of combustion turbines (at least 1,000 GWH annually). 
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WELLTON-MOHAWK GENERATING FACILXTY’S FIRST SET OF 

DOCKET NO. E-00000A-02-0051, E-01345.4-01-0822, E-00000A-01-0630, E-01933A-02-0069 
DATA REQUESTS TO ARIZONA PUBLJC SERVICE COMPANY 

TRACK B 
November, 6,2002 

RK 1.7 Please provide a year-by-year listing ofAI?S’s unmet EPS renewable resource 
requircment under the EPS. 

RESPONSE: 

See Attachment [ATTACHMENT WM DR 1 Q. RK 1.71 
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1 Commission Issues Mandate Requiring Renewable Energy Technologies Page 1 of3  

TO: EDITORS, NEWS DIRECTORS 
FOR: IMMEDIATE RELEASE 

DATE: February 1,2001 

Commission Issues Mandate Requiring Renewable Energy 
Technologies 

PHOENIX - Arizona is one of the leading states in the nation to support the use 
of renewable energy sources for electric power generation. In May 2000, the 
Arizona Corporation Commission adopted a renewable portfolio standard 
requiring that utilities derive a portion of their electricity through renewable 
sources. The May decision ordered Commission staff to begin the rulemaking 
process. The Commission on Tuesday voted to codifL the Environmental 
Portfolio Standard, as it's now known, as a formal rule. 

The Environmental Portfolio Standard requires regulated utilities to generate a 
minimum of 0.2 percent of their total retail energy sales from renewable sources 
in 2001. The percentage will increase each year to 1 percent in 2005 and top out 
at 1.1 percent in 2007. The decision applies to all load-serving entities - 
companies that sell retail electricity in Arizona. 

The Renewable Portfolio Standard covers solar technologies such as solar 
generation, solar water heating and solar air conditioning. Non-solar 
technologies such as landfill gas generators, wind generators and biomass 
generators are also quawing technologies. 

Key provisions of the Environmental Portfolio Standard are: 

0 Solar must make up at least 50 percent of the Environmental Portfolio 
resources in 200 1. The remaining 50 percent can be other environmentally 
friendly technologies, solar hot water or research and development on 
solar electric resources. Research and development must be limited to 10 
percent or less. 

All load-serving entities must meet the following portfolio requirements. 
The percentages are based on total retail energy sold. 
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0 0.2% in2001 
0 0.4% in2002 
0 0.6%in2003 

0.8% in 2004 - The Commission will review the costs and benefits of the 
portfolio requirement at this point to determine if the percentage should 
be frozen at 0.8% for a period of time or if it should continue to increase 
as currently anticipated. 

0 1.0% in 2005 
0 1.05% in 2006 

1.1% from 2007 to 2012 

From 2004 through 2012 the portfolio must be 60 percent solar electric 
with no more than 40 percent solar hot water or other environmentally 
friendly renewable electricity technologies. 

The Commission's Utilities Division will establish an Environmental 
Portfolio Cost Evaluation Working Group in 2003. The group will assess 
the costs and benefits of the Portfolio and make recommendations as to 
whether the portfolio percentages should be increased. 

The Environmental Portfolio Standard also includes extra credit 
multipliers to encourage the early installation of these environmentally 
friendly technologies . 

Are rates affected? 

Beginning this spring, Arizona ratepayers will pay a portion of the costs 
associated with the increased investment in environmentally sriendly 
technologies. The Environmental Portfolio Surcharge will be $0.000875 per 
kilowatt-hour when it takes effect. The Commission has set a rate cap for three 
different categories of ratepayers. There is a monthly cap of 35 cents for all 
residential customers. A typical residential customer who uses 400 kilowatt- 
hours or more will be assessed 35 cents per month. According to APS,  
approximately twenty-five percent of their residential customers use less than 
400 kilowatt-hours per month and are therefore expected to be assessed less 
than 35 cents. 

Business accounts will be assessed the same monthly surcharge rate of 
$0.000875 per kilowatt-hours. Over 99 percent of non-residential accounts will 
be subject to a maximum cap of $13.00 per month. Hotels, schools, office 
buildings and most medium to large retail stores are likely to reach the $13.00 
cap. Smaller businesses such as beauty salons, barbershops, strip mall stores and 
others will probably fall below the $13.00 monthly assessment. 
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A $39.00 cap will apply to the state's largest non-residential users - those using 
more than 3 megawatts of power such as mining facilities and large 
manufacturing plants. There are fewer than 100 accounts statewide that will be 
affected by the larger monthly cap. 

The Commission is committed to encouraging investment in renewable 
technology in Arizona without adversely impacting ratepayers. The 
Commissioners believe that this decision balances the need for sound 
environmental policy with sensitivity to ratepayers' concerns. 

Voting in favor of the rules, Commissioner Marc Spitzer said: "Billions of 
dollars are being spent on clean air and clean water. It only follows that the 
utilities should be encouraged to invest in clean energy technologies. This, I 
believe, is a good example of government balancing the sometimes competing 
interests of cost with the very real issue of preserving our environment." 

"The Environmental Portfolio Standard breaks new ground for Arizona," 
Commissioner Jim Irvin said. "If we are ever going to see a broader mix of fbels, 
we have to take the first step. My vote in favor of the rules sends a message that 
the time is now." 

Chairman Bill Mundell cast the final vote in favor of the Environmental Portfolio 
Standard saying: "It is critical to encourage electricity providers to reduce their 
reliance on fossil fbels. Government has a responsibility to encourage change 
where public health and safety can be enhanced. These measures are intended to 
bring down the cost of solar and other renewable energy technologies so they 
become more cost competitive with other energy sources.'' 

A copy of the Commission's final order will be posted on the Arizona 
Corporation Commission website, www.cc.state.az.us. It will be under Hot 
Topics, Electric Competition in the section labeled "Renewable Portfolio 
Standard Developments." 
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K 1.8 Please provide a year-by-year estimate of funds to be collected from ratepayers pursuant 
to the EPS surcharge and the reallocation of APS’s Public Benefits Charge to renewable 
resources. 

RESPONSE: 

The following are the estimates of SBC and EPS funds collected by year for the forecast 
period. 

System Benefit Environmental 
- Year Charae Portfolio Standard TOTAL 

2003 $ 6,000,000 $ 7,068,787 $ 13,068,787 
2004 $ 6,000,000 $ 7,430,676 $ 13,430,676 
2005 $ 6,000,000 $ 7,741,307 $ 13,741,307 
2006 $ 6,000,000 S 8,057,741 $ 14,057,741 
2007 $ 6,000,000 $ 8,382,691 $ 14,382,691 
2008 $ 6,000,000 $ 8,726,767 $ 14,726,767 
2009 $ 6,000,000 $ 9,079,191 $ 15,079,191 
2010 $ 6,000,000 $ 9,434,034 $ 15,434,034 
2011 $ 6,000,000 $ 9,734,709 $ 15,734,709 
2012 $ 6,000,000 $ 10,031,597 $ 16,031,597 
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TO: Editors, News Directors 
FOR: Immediate Release 

DATE: February 27,2002 

____ _____- 

COMMISSION APPROVES BOWIE POWER PROJECT 
Requires Use of Solor Technology & Groundwater Monitoring 

Program 

PHOENIX - In a decision yesterday, the Arizona Corporation 
Commission approved the Bowie Power Station proposed for eastern 
Cochise County in southeastern Arizona. The project, to be 
constructed in two 500-megawatt phases, is a water-cooled power 
plant using a maximum of 6,000 acre-feet of groundwater per year 
when both units are operating continuously at full output. 
Southwestern Power Group II is the project developer. 

The approval requires Southwestern to install solar technology when 
they begin building the second power block. This is the first merchant 
power plant that is required to incorporate solar technology as a core 
part of the total project. Merchant power plants supply power to the 
wholesale market as opposed to power plants built by a utility with the 
primary objective of serving its own customers. 

During Tuesday's meeting, the Commission accepted the 22 
restrictions placed on the project by the Arizona Power Plant and 
Transmission Line Siting Committee. After hearing from several 
representatives of the Bowie and Willcox communities, the 
Commissioners approved an amendment offered by Commissioner 
Spitzer. The Spitzer amendment specifically addresses concerns by 
nearby pistachio farmers that groundwater pumping could affect the 
surrounding water table. 

Summary of the Spitzer Amendment: The amendment requires 
Southwestern Power Group II to establish and pay for a groundwater 
monitoring program that meets Arizona Department of Water 
Resources criteria. Once the project is operating, the Southwestern 
will have to establish and make annual contributions of $100,000 to a 
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of $500,000. Any business or individual who can prove, through 
successful arbitration, that groundwater pumping has caused property 
or economic damage will be able to submit a claim for reimbursement. 
Southwestern will be required to maintain a total balance of $500,000 
in the fund. 

Status reports on the program are to be filed with the Town of Bowie, 
the Pistachio Pass Irrigation District and the Cochise County Board of 
Supervisors. The Groundwater Impact Mitigation Fund must be 
maintained for three years after the plant ceases operation and is 
decommissioned. 

Commissioner Marc Spitzer said the amendment was prudent 
considering that the lasting impact of the power project. ''I proposed 
this amendment to answer the concerns of the pistachio farmers and 
the irrigation district," Commissioner Marc Spitzer said. "Although we 
heard testimony that the power plant's groundwater needs would be 
less than if the land were farmed, I don't think you can be too careful. 
We're making decisions that could affect an economically depressed 
area for generations to come." 

Other Environmental Conditions: Twenty-two conditions were imposed 
by the Arizona Power Plant and Transmission Line Siting Committee. 
They include: 

. Establishment of a monitoring project and mitigation fund for ground 
subsidence and earth fissure monitoring. Subsidence is a potential 
side effect of groundwater pumping. Cracks, fissures or dips can form 
in the surface of the earth because the water deep underground that 
provided physical support is no longer there. 

Contributions to the Bowie Fire District to enable it to acquire an 
additional emergency services vehicle as well as funding of emergency 
response and hazardous materials training for firefighters. 

. Making arrangements with local law enforcement and the Cochise 
County Sheriff because the project will involve an increase in traffic 
and may result in the need for emergency responses by local law 
enforcement. This was an amendment sponsored by Commissioner 
Jim Irvin. 

Prior to construction of the facility, Southwestern must provide the 
Commission with a technical study showing that sufficient transmission 
capacity exists to accommodate the output of the plant and the effect of 
its output on reliable operation of the electric grid. 

. Conditions requiring compliance with air and water quality standards 
imposed by the Arizona Department of Environmental Quality and the 
Arizona Depart men t of Water Resources. Additional I y , the applicant 
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will have to participate in and comply with all standards for safe, 
reliable power delivery. 

"I was pleased to support this project, in part because it includes solar 
technology as a key component of the whote project. The level of 
support from the local community was also impressive. Les Thompson, 
Chairman of the Cochise County Board of Supervisors indicated that 
Bowie has one of the highest tax rates of any Arizona community," 
Chairman Bill Mundell explained. "The residents and business people 
were very excited about the tax and economic development benefits of 
having the power plant in their community. Additionally, the project will 
bring several hundred construction jobs to Bowie and Willcox and, 
ultimately, the 30 or 40 people needed to run the plant." 

Commissioner lrvin voted in favor of the project, saying: "I do believe 
the need for this project was established in the record. Further, I 
believe the project is in the public interest and meets the balancing 
test." He was referring to the siting statute that requires the 
Commission "to balance, in the broad public interest, the need for an 
adequate, economical and reliable supply of electric power with the 
desire to minimize the effect thereof on the environment and ecology of 
this state." (Arizona Revised Statutes 5 40-360.07, subsection B.) 

For more information about recent power plant sitings, visit the Arizona 
Corporation Commission's website at 
htt p : //www. cc . stat e. az . u shew shdex. htm. 
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TO: Editors, News Directors 
FOR: Immediate Release 

DATE: April I O ,  2002 

Commission Approves La Paz Generating Facility 
41 Conditions Address Environmental & Operational Compliance 

PHOENIX - In a 2- 1 vote Monday, the Arizona Corporation Commission 
approved La Paz Generating Facility proposed for La Paz County in southwestern 
Arizona. When completed in 2005, the power plant will be capable of delivering 
1,080 megawatts to the power grid. Allegheny Energy Supply, the project 
developer, expects to begin construction on the $ 5 4 0 - d o n  natural gas fired plant 
later this year. 

The plant will include a 100-kilowatt solar array that will augment the project's 
own electricity use. This is the second merchant power plant that is required to 
incorporate solar technology as a core part of the total project. Merchant power 
plants supply power to the wholesale market as opposed to power plants built by a 
utility with the primary objective of serving its own customers. 

The developers had strong support fiom the communities surrounding the project 
site, which is in a sparsely populated part of Arizona. 

During Monday's meeting, the Commission accepted the 40 restrictions placed on 
the project by the Arizona Power Plant and Transmission Line Siting Committee. 

An amendment fiom Commission Chairman Bill Mundell changed one of the Siting 
Committee's conditions dealing with the amount of water the company must 
purchase and recharge into nearby aquifers. Over the next 30 years, the La Paz 
Generating Facility will have to recharge 100,000 acre-feet of water through 
nearby recharge projects or purchase and permanently retire the irrigation rights of 
existing agricultural lands. At least 50,000 acre-feet of the recharge or irrigation 
retirement obligation must be made in the first 10 years. 

Commissioner Jim Irvin sponsored an amendment that requires the project 
developer to establish a program with a local community college, labor union or 
contractor to fill skilled positions for the construction, operation and management 
of the power plant. All three Commissioners supported the amendment to facilitate 
safe operations and add job opportunities to a region of Arizona that has seen 
many businesses, primarily agricultural, leave. 
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Other Environmental Conditions: Forty conditions were imposed by the Arizona 
Power Plant and Transmission Line Siting Committee. They include: 

0 Prior to construction of the facility, Allegheny must provide the Commission 
with a technical study showing that operation of the plant will not 
compromise the reliable operation of the interconnected transmission system. 

If upgrades to the transmission system are necessary, the study will have to 
identi@ the upgrades to be completed before the project commences 
commercial operations. 

Groundwater withdrawal is anticipated to be under 6,500 acre-feet per year 
operating at hll  capacity but the total annual pumping cannot exceed the 
amount of water spelled out in Arizona Revised Statute §45-440(A). 

0 Establishment of a monitoring project for ground subsidence and earth 
fissures. Subsidence is a potential side effect of groundwater pumping. 
Cracks, fissures or dips can form in the surface of the earth because the 
water deep underground that provided physical support is no longer there. 

0 Before selling power elsewhere, La Paz Generating Station must first offer 
wholesale power to companies serving power to Arizona users. 

0 The plant operators must try to use quamed Arizona contractors and 
encourage the hiring of quali6ed local employees. 

Allegheny will have to coordinate activities to minimize construction and 
operational impacts on local wildlife and native vegetation. A biologist and 
archeologist wiU monitor all ground clearing and construction activities. 

0 Other conditions require compliance with air and water quality standards 
imposed by the Arizona Department of Environmental Quality and the 
Arizona Department of Water Resources. 

Commissioners Jim Irvin and Commissioner Marc Spitzer voted in favor of the 
project. Chairman Bill Mundell had proposed three amendments seeking to require 
dry cooling, a technology that would cut the amount of groundwater used at the 
plant. After all three amendments failed, Chairman Mundell voted against the plant. 

For more information about recent power plant sitings, visit the Arizona 
Corporation Commission's website at http://www. cc. state. az.us/news/index. htm. 
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i WELLTON-MOHAWK GENERATING FACILITY’S FIRST SET OF 
DATA REQUESTS TO ARIZONA PUBLIC SERVICE COMPANY 

TRACKB 
November, 6,2002 

DOCKET NO. E-00000A-02-0051, EOl345A-01-0822, E-00000A-01-0630, E01933A-02-0069 

RK 1.7 Please provide a year-by-year listing of APS’s unmet EPS renewable resource 
requirement under the EPS. 

RESPONSE: 

See Attachment [ATTACHMENT Wh4 DR 1 Q. RK 1.71 
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Arizona Public S c M c c  
Renewable Energy RFP 

Request for Proposals 

Energy Fbquirernents: 

The following is an estimate of t..e renewable energy required each 
2001 to  2010. 

r by APS ov r the years I 

Year 2001 . 2002 2003 2004 2005 2006 2007 2008 2009 2010 ’ I 
GW hw 45 94 145 200 258 281 304 314 325 336 

I 

The EPS allows this energy to  be camposcd of both  sol^ clectrk energy and ‘lothe?’ renewablc 
energy generared h m  resources such as wind, landfill gas, biomass etc. 

Estimates of the minimum amount of solar electric energy and the maximum amount of “orhef’ 
renewable energy that APS is allowed to derive each year over the years 2001 to 2010 are shown 
below. 

Year 2001 2002 2003 2004 2005 2006 ’2007 2008 2009 2010 

- 23 47 73 120 155 168 182 189 195 202 
(GWh) 

(GWh) 23 47 73 80 103 112 122 126 130 134 - 

* 1GWh = 1,000,000 k W h  

R14-2-1618. Environrnentnl Portfolio Standard: 

A copy of “Atlzchment B” to the ACC decision, as it is currently written, is enclosed and 
contains relevant information regarding the sources of e n e r a  thnt can be mnsidered and also 
information on certain multiplier credits that c ~ n  be used to, in effect, reduce the acrual energy 
that needs to be generated t o  be in compliance with the mandate 

0 ,  i 
I 
I 

m u i r e d  Information: 

Respondents t o  this invitation are requested to address the foliowing parameters in their 
proposals to  the eaent possible to allow A P S  to evaluate the response and determjne a value of 
the energy package being proposed. 

I 
I All information submirted will be considered confidentjal and will be used soiely for intemd 

evaluation purposes. I 
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Arizona Public Service 
Renewable Energy I" 

1. CHARACTERISTICS 1 F THE POWER SWPLl 

NO.OO1 D84 

I 
! 

A general descripion of the resource, he1 source, etc. 
Firm/Non-Pirm - is the generation unit contingent or backed by multipIe units or by an 
electric utility system? 
Does delivery carry with it a provision for liquidated d w g e s  for non-performance? 
What is the availability factor and i s  this guaranteed daily, monthly, annually, ere.? 
What is the expected production pattern (seasonally, hour of day, etc.)? 
What is the potential in variability of production? (any information which might help 
APS furthtr define thc resource value) 

2. DELIVERY LOCATION 

Where Will the energy be delivered to the A P S  system? 
At what volrage will the energy be delivered? 
1s new tnnsmission required to be built? . 

. 

3. PRODUCT SHAPE 

- Describe the specific hours of delivery 
1 * 1s ?.here any option for A P S  to shape the product the way i t  wants? @e. could A P S  r&se 

to take  at some hours or back down quantities at certain hours?) 

4. TERM OF AGREEMENT 

9 

What is the tenn of the purchased power agreement 
Is there any option to extend the agreement? If so, for which parry? 
What is the minimum term acceptable for the project? 
What is the maximum term acceptable for the project'? 

5 .  PRICING 

What pricing structure is required by the contraajng party - fixed or floating? 
I f a  floating indexed structure is chosen, what index is proposed? 
Would a gas index applied against a heat rate be potentially acceptable? 

6 .  CREDIT REQUIREMENTS 

- The specific contracting party legal name is required 
Provide financial dara on the contracting party for review 
Haw is the project being financed7 

t 
I 

i 

j 

I 
I 

I 
I 

I 
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! 

I 

I 

i 
I 

I 
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Arizona Public Service 
Renewable Energy RPP 

7. EMISSION / GREENHOUSE ISSUES 

What an they? 
Are allowences provided to APS along with the purchased powefl 

NO.DB1 D05 

I 

What experience does the contracting party have with similar power purchase projects? 
Pmvide the name, address and telephone number of the contact person for the conbacting 
Party. 

I 

- 
I 

9.RESPONSES I 

Four (4) cnpies of the response should be sent 10 the following address 

Peter Johnston 
Manager, Technology Development 

Pinnacle West Capiral Corporation 
400 N 5‘ StreeT 
Phoenix, Az 85004 

’ M / S  8931 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

BEFORE THE ARIZONA CORPORATION COMMISSION 

WILLIAM A. MUNDELL 
CHAIRMAN 

JIM IRVIN 
COMMISSIONER 

MARC SPITZER 
COMMISSIONER 

IN THE MATTER OF THE GENERIC ) DOCKET NO. E-00000A-02-0051 
PROCEEDING CONCERNING ELECTRIC ) 
RESTRUCTURING ISSUES. 

IN THE MATTER OF ARIZONA PUBLIC ) DOCKET NO. E-01345A-01-0822 
SERVICE COMPANY’S REQUEST FOR A ) 

1 
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INDEPENDENT SCHEDULING 1 

1 

1 

VARIANCE OF CERTAIN REQUIREMENTS OF ) 
A.A.C. R14-2-1606. 

IN THE MATTER OF THE GENERIC ) DOCKET NO. E-00000A-01-0630 

ADMINISTRATOR. 

IN THE MATTER OF TUCSON ELECTRIC 
POWER COMPANY’S APPLICATION FOR A 
VARIANCE OF CERTAIN ELECTRIC 
COMPETITION RULES COMPLIANCE DATES. ) 

) DOCKET NO. E-01933A-02-0069 

DIRECT TESTIMONY OF 

ROBERT W. KENDALL 

ON BEHALF OF 

WELLTON-MOHAWK GENERATING FACILITY 

NOVEMBER 12,2002 
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Direct Testimony 
Docket No. E-00000A-02-005 1 et al. 
Page 1 

INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q* 

A. 

PLEASE STATE YOUR FULL NAME AND BUSINESS ADDRESS. 

My name is Robert W. Kendall. My business address is 225 West Broadway, 

Suite 400, Glendale, California 9 1204- 133 1. 

PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND 

EXPERIENCE. 

Appendix 1, which is attached to this Direct Testimony, describes my professional 

qualification and experience. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am providing expert testimony on behalf of the Wellton-Mohawk Generating 

Facility (“WMGF”). 

CAN YOU DESCRIBE THE WELLTON-MOHAWK GENERATING 

FACILITY? 

WMGF is a generation project being developed in southwestern Arizona. WMGF 

will be a natural gas fired 620 MW (peak) combined cycle generating facility 

constructed on land to be owned by the Wellton-Mohawk Irrigation and Drainage 

District (“WMIDD”) and leased to the project, located about 25 miles east of ’ 

Yuma, Arizona and 9 miles west of Wellton, Arizona. The project will be 

constructed in two phases with the first phase of 310 MW (peak) projected to be 
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in commercial operation by spring 2005. The project participants in WMGF are 

Dome Valley Energy Partners LLC (“Dome Valley”), WMIDD, and the Yuma 

County Water Users Association (“YCWUA”). It is expected that the members of 

Dome Valley will be Jasper Energy Development LLC (“Jasper”) and Primesouth, 

Inc., a wholly owned subsidiary of the SCANA Corporation. 

WMGF is unique in that it intends to utilize the patented SEECOTTM Solar 

Thermal Technology to increase efficiency by converting solar energy into 

thermal energy for inlet air-cooling of the Combustion Turbine Generator 

(“CTG”). This would result in an approximate 12 percent increase in CTG 

electric output during times of peak solar radiation, as well as improved efficiency 

and/or a lower heat rate. Using this system, WMGF will generate kilowatt-hours 

Q. 

A. 

that qualify as renewable energy credits under Arizona’s Environmental Portfolio 

Standard (“EPS”) and that qualify as renewable energy purchases under similar 

programs in both Nevada and California. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to provide recommendations for consideration by 

the Arizona Corporations Commission (“ACC” or “Commission”) on several key 

issues relevant to the Track B Competitive Solicitation Process (“Track B” or ‘ 

“Competitive Solicitation Process”) to be conducted in March 2003, as formulated 

by Staff in the Staff Report submitted in this proceeding. I also intend to respond 
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to testimony submitted in this proceeding by Arizona Public Service (“APS”). 

WMGF fully agrees with the goals for the solicitation articulated by the Staff- 

that the process facilitates a manageable transition to a competitive wholesale 

power market that provides reliable power and economic benefits to Arizona’s 

consumers over the long term and that the process is open, transparent, 

understandable, and flexible. WMGF also believes that the process can and 

should be designed in a manner to encourage the achievement of two additional 

public policy goals; namely, (1) the elimination or mitigation of the reliability 

must run (“RMR’) issues in Arizona’s Phoenix, Tucson, and Yuma Transmission 

Import Constraint Areas and (2) the meeting of the utilities’ obligations under 

Arizona’s Environmental Portfolio Standard (“EPS”). The recommendations 

contained in this testimony have been developed to help achieve all of these goals 

summarized as follows: 

1. In order to result in the best prices for Arizona’s electric consumers, the 

solicitation process should be designed to allow for the Independent Power 

Producers (“IPPs) to propose, and the utilities to choose, power contracts of 

varying durations including long-term contracts of 15 to 20 years in length. This 

should be done without biasing the process to favor or disfavor contracts of any 

particular length. Such a mixture of contract terms will encourage the 

development of a competitive market by allowing both existing and new 

generation projects to submit proposals that will provide Arizona’s electric 
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consumers with a natural hedge against a wide range of future risks, and should 

allow the utilities to obtain the most favorable prices on behalf of ratepayers. 

2. RMR has been identified by the Commission as an impediment to 

obtaining a competitive wholesale market in Arizona. In addition, there are 

growing loads within the Commission’s identified load pockets, namely the 

Phoenix, Tucson, and Yuma Transmission Import Constraint Areas, which must 

be served. Thus, all of the load within these load pockets, including that served 

by the existing RMR units, should be contestable in the Track B process. This 

will allow the utilities and the Commission to assess what competitive alternatives 

besides new transmission might be available to mitigate or eliminate the RMR 

problem and will provide alternatives to the existing RMR generation. 

3. Track B presents a golden opportunity for the utilities to access the market 

for competitive proposals to fill their EPS obligations and, if properly structured, 

can encourage bidders to propose innovative technologies to provide cost- 

effective renewable resources. The bid evaluation process should provide 

appropriate recognition for the additional value provided by renewable resources. 

The Commission has recognized that renewable resources are currently more 

costly than other resources, yet has decided to mandate the EPS mandate due to 

the many other public benefits provided by such resources. Thus, it is only 
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reasonable and in the best interests of the utilities’ ratepayers for any competitive 

procurement process to give appropriate credit for these other benefits. 

GOALS OF COMPETITIVE SOLICITATION PROCESS 

Q. WHAT SHOULD BE THE GOALS OF TRACK B? 

A. Staff in its Staff Report articulates that the goal of Track B should be as follows: 

In order to facilitate a manageable transition to a 
competitive wholesale power market that provides 
economic benefits to consumers in Arizona, the Staff 
believes that a transparent process, one that is equitable 
and auditable, needs to be established. That process 
must be well developed, flexible, and understood by all 
participants in the process. Furthermore, the process 
must result in reliable power being available over 
the long term at prices that are reasonable. 
[Emphasis Added] (Staff Report, Page 1, Lines 7 - 12) 

WMGF believes the above statement encouraging the procurement of reliable power at 

reasonable prices over the long term is entirely consistent with Commission public policy, 

is consistent with economic principles of competitive markets, is reasonable and prudent, 

and is in the best interests of Arizona’s ratepayers. In addition to long term reliable 

power at reasonable prices, WMGF believes that the Competitive Solicitation Process 

should be designed in a manner to achieve two additional public policy goals articulated 

by Staff or the Commission in other proceedings including the Second Biennial 

Transmission Assessment proceeding and the recent Commission promulgation of the 

EPS Rule A.A.C. R14-2-1618. The Second Biennial Transmission Assessment 

proceeding attempts to find solutions to Arizona’s Phoenix, Tucson, and Yuma load 
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pocket problems and the EPS mandates all of Arizona’s regulated utilities to derive a 

portion of their total retail load from renewable energy resources as part of the utilities’ 

total generation portfolio. Unfortunately, although Staff emphasizes reliability and low 

prices over the long term as a stated goal in the Staff Report, Staff strongly encourages 

short-term contracts over long-term contracts by providing incentives for short-term 

contracts while creating regulatory uncertainty for long-term contracts. (Staff Report, 

Section E, Terms Required for Staff Recommendation, Pages 24 - 26). APS allows for 

contracts of no longer than four years under its proposed competitive solicitation 

proposal. (Direct Testimony, Thomas J. Carlson, Page 3, Line lo). Moreover, Staff in its 

Staff Report apparently contradicts the EPS Rule by recommending exclusion of 

generation sources that the utilities’ must take in compliance with the Arizona’s EPS 

from the utilities’ unmet needs calculation. (Staff Report, Page 35, Lines 1 through 8). 

APS followed Staffs recommendation and excluded renewable resources as well as 

RMR generation from APS’ unmet needs calculations. (Direct Testimony, Peter M. 

Ewen, Schedule PME-1). Accordingly, my arguments: (1) for the inclusion of long-term 

contracts in the Competitive Solicitation Process; (2) the inclusion of renewable energy 

generation as unmet needs in the Competitive Solicitation Process; and (3) the inclusion 

of RMR generation as unmet needs in the Competitive Solicitation Process, are discussed 

in my testimony below. 

LONG-TERM CONTRACTS 

Q. WHAT LENGTH OF CONTRACT TERM DOES APS PROVIDE FOR IN 
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A. 

Q. 

A. 

Q. 

A. 

ITS TRACK B TESTIMONY? 

As I indicated above, APS provides for contract terms ranging from one quarter to 

up to four years. (Direct Testimony, Thomas J. Carlson, Page 3, Line 10). 

WHAT IS YOUR UNDERSTANDING OF APS’ REASONS FOR 

LIMITING THE MAXIMUM LENGTH OF THE CONTRACT TERM TO 

FOUR YEARS? 

APS witness Mr. Carlson on page 9 of his testimony gives three reasons for 

limiting the maximum length of the contract term to four years. First, he indicates 

that the future establishment of an RTO may expand the number of potential 

bidders in the Arizona market. Second, he believes that FERC’s proposed 

Standard Market Design (“SMD”) is a “wild card” that may affect both the price 

and availability of transmission for one set of potential bidders vis a vis others. 

Third, he states that counterparty credit issues make it more risky for APS to enter 

into long-term transactions. At the November 6, 2002 workshop, Mr. Carlson 

appeared to add a fourth reason for his recommendation; namely, that there is the 

risk APS could buy power under a long term contract only to find out later that it 

could have procured that same amount of power in the market at a lower price. 

WHAT IS YOUR UNDERSTANDING OF STAFF’S POSITION ON 

CONTRACT TERM LENGTH? 

As I indicated above, Staff encourages short-term contracts only. I understand 
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that Staff anticipates that during 2003 each utility will primarily require contract 

terms of one to three years; however, it also believes that if in the judgment of the 

utility market conditions or economic opportunities dictate longer contract terms, 

each utility is responsible for entering into such contracts that are reasonable 

(Staff Report, Page 6). Staff, however, provides some level of regulatory certainty 

for rate recovery only for short-term contracts, which creates a strong disincentive 

for the utilities to enter into long-term contracts. (Staff Report, Pages 25 - 26) 

Q. 

A. 

Q. 

A. 

DO YOU AGREE WITH EITHER 

CONTRACT TERM LENGTH? 

In my opinion the Commission shoull 

STAFF’S OR APS’ POSITION ON 

allow for contracts of varying terms, 

The evaluation including long-term contracts with terms of 15 to 20 years. 

process should also neither encourage nor discourage the utilities from selecting 

bids of varying contract terms of 15 to 20 years, but should consider the merits of 

the bids, including price, against reasonable forecasts of the future market. Such a 

portfolio approach will result in the lowest generation prices for Arizona’s 

ratepayers and will provide some natura hedges against an uncertain future. 

WHY SHOULD CONTRACT TERMS OF LONGER THAN FOUR YEARS 

BE ENCOURAGED? 

The Commission’s stated purpose of the Track B solicitation is “to encourage a 

phase-in to competition, encourage the development of a robust wholesale market 
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for generation, and obtain some of the benefits of the new Arizona generation 

resources, while at the same time protecting ratepayers.” (Decision No. 65 154, 

Pages 23-24) This argues for a highly inclusive process, which encourages both 

large and small entities to bid both new and existing generation with the 

generation offering fuel, location, equipment, and contract term diversity. In 

addition, in order to protect ratepayers, there is a need to avoid two of the 

problems that have plagued the California market; namely, placing too much 

reliance on the short-term market and having too much generation being supplied 

by too few entities. 

The best way to achieve these purposes is to design the Track B solicitation so 

that new generation projects have an equal opportunity to compete with existing 

generation. For it is with new generation projects that you typically bring new 

developers into the market. In addition, new generation adds incremental power 

to the grid thereby increasing supply margins and improving reliability. New 

generation facilities also are generally more efficient and more environmentally 

fhendly than existing generation due to their ability to more easily employ the 

newest technologies. For example, the WMGF project is being designed to 

employ the patented SEECOTTM Solar Thermal Technology to increase efficiency 

by converting solar energy into thermal energy for inlet air-cooling of the CTG. 

Furthermore, new generation projects can be located in areas that provide greater 

overall system and customer benefits. 
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Q. 

A. 

et al. 

ARE YOU SUGGESTING THAT NEW GENERATION PROJECTS CAN 

ONLY COMPETE IN THE COMPETITIVE SOLICITATION PROCESS 

IF THE PROCESS ALLOWS LONG-TERM CONTRACTS? 

Yes. Today’s business environment for development and construction of new 

power plants throughout the United States has changed dramatically from the 

business environment prior to mid-200 1 , making it highly unlikely that an IPP can 

obtain non-recourse financing for a new power plant over roughly 50 MW in size 

without having a significant amount of the project’s output contracted to a credit 

worthy entity. Prior to mid-2001, IPPs found it relatively easy to obtain non- 

~ c o u ~ e  EnanCng-forPnewpgenemBnpro jecEll-amarFeTthaT was-u)-openGijgTp 

to new entrants with deregulation, (2) experiencing rapidly increasing market 

prices, and (3) experiencing shortages of generation. In this market, Enron, other 

large generation developers, and energy traders were reporting large profits and 

the financial community was generally very willing to finance new projects even 

if they were purely for merchant purpose. 

However, the market has now changed considerably. Today we have a financial 

community that is hesitant to loan any funds for new generating facilities due in 

large part to the financial meltdown of Enron, several other large generation 

developers, and energy traders. We are also seeing throughout the West spot 

market prices at far lower levels than before mid-2001. Thus, today new 



Robert W. Kendall 
Direct Testimony 
Docket No. E-00000A-02-005 1 et al. 
Page 11 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q: 

generation facilities cannot generally be financed without having a significant 

portion of their output sold through contracts such as long term power purchase 

agreements (“PPAs”) to a credit worthy entity. Since project financings are 

generally tied to such PPAs, longer contract terms translate into lower annual debt 

service requirements, which in turn can translate into lower offered prices. In my 

opinion, for these reasons contract terms need to be in the 15 to 20 year range for 

new generation projects. 

WHAT KIND OF TERMS ARE LENDERS REQUIRING IN PPAs 

BEFORE AGREEING TO FINANCE A NEW GENERATING FACILITY 

ON A NON-RECOURCE BASIS? 

A: The answer to this question depends on the financial strength of the entity seeking 

the non-recourse financing; however, as a general proposition lenders are willing 

to lend to creditable IPPs 60% to 75% of the total capital cost of the project for a 

term of 10 to 20 years so long as a PPA with a credit worthy counterparty 

provides 80% to 100% of the debt service. The key here is that the minimum 

needed PPA contract term must tie to the length of the financing. Today, in 

Arizona a minimum 15-year contract term and preferably a 20-year term is 

probably needed in order for a developer to offer what would be viewed as a 

competitive price. 
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Q. DO YOU BELIEVE IT IS IN THE BEST INTERSTS OF ARIZONA’S 

RATEPAYERS TO LIMIT CONTRACT TERMS TO A MAXIMUM OF 

FOUR YEARS? 

A. No. Neither the possible establishment of an RTO in Arizona nor the 

implementation of FERC’s SMD, which may not even be adopted due to 

opposition in many states throughout the United States, are likely to dramatically 

change the competitive market in Arizona for several years. Also, if this were a 

serious concern to Arizona, contract terms should probably be no longer than one 

year. Second, just because some counterparties may not be able to meet a utility’s 

credit criteria for a long-term contract should not be cause to eliminate long-term 

contracts all together. This would be a classic case of throwing the baby out with 

the bath water. The obvious way to address this issue is to establish appropriate 

and reasonable credit criteria to protect both parties to the contract, which WMGF 

supports and is being done in the Track B process. 

Third, the argument that a long-term contract could increase the utility’s costs by 

locking in prices that later prove to be higher than market prices ignores two key 

items. First, this is not an “all or nothing’’ proposition. In other words, I agree 

that a utility should not lock in all of its needs with long-term contracts. Instead, 

it should strive to have a well-balanced portfolio of contract purchases consisting 

of contracts with varying terms, expiring in varying years, and with varying 
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physical attributes of size, fuel type, location, and so forth. In this way, the utility 

would have natural hedges to protect its customers in an uncertain world 

Q. 

A. 

The second key item that is important to keep in mind is the fact that this is a very 

good time to go to the market seeking long-term contracts. It is axiomatic that 

today’s market prices are at very low levels compared to prices in recent years. 

While no one knows for certain what future prices will be, recent forecasts clearly 

predict rising electricity prices with an improving economy and the reduction of 

the temporary power surpluses in the West resulting from the recent completion of 

a number of new, large generating facilities. Perhaps even more importantly, the 

Arizona load serving utilities are in the enviable position of being two of only a 

handful of credit worthy entities in the region who are planning to enter into 

power purchase contracts in the near future. In short, this is a classic “buyers 

market” that experience teaches us will not last forever. What better time can 

there be for the Arizona load serving entities to enter into a long-term contract? 

AS A RESULT OF WORKSHOP DISCUSSIONS, HAS APS CHANGED 

ITS POSITION ON LONG-TERM CONTRACTS IN ANY WAY? 

APS may have softened its position on this issue. During the workshop held on 

November 6 ,  2002, Mr. Carlson, as head of energy trading for APS and after 

indicating he would be APS’ lead person overseeing the Track B solicitation 

process, stated that APS will entertain bids for terms longer than four years as 
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long as these bids meet APS’ credit requirements and offer attractive prices. Mr. 

Steven Wheeler, a Vice President for APS, also stated at this same workshop that 

APS would consider comments and concerns expressed during the workshop and 

would determine whether it would revise its testimony in any way. Accordingly, 

it is hoped that APS will restate its position on the record in its responsive 

testimony due on November 18, 2002 to reflect its new desire to entertain long- 

term contracts in its competitive solicitation request for proposals. 

Q. 

A. 

DOES THIS STATED POSITION SATISFY YOU THAT THIS ISSUE HAS 

BEEN PROPERLY ADDRESSED? 

No. For all of the reasons stated in my testimony and so that potential bidders 

have some certainty, I recommend the Commission in its Track B order 

specifically allow bids of varying contract terms of 15 to 20 years, that APS be 

required to evaluate all bids on an equal basis, and that APS be assured of full rate 

recovery for its prudent decisions. 

RENEWABLE ENERGY 

Q. YOU MENTION EARLIER IN YOUR TESTIMONY THAT YOU 

BELIEVE TRACK B SHOULD BE USED AS A MECHANISM FOR THE 

UTILITIES TO PROCURE A PORTION OF THEIR RENEWABLE 

RESOURCE PURCHASE OBLIGATIONS UNDER ARIZONA’S EPS. 

DOES APS HOLD THIS SAME VIEW? 
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A. 

Q. 

A. 

APS, through its witness Mr. Ewen, has excluded any planned “gnd connected” 

EPS requirement from the utility’s Schedule PME-I, which summarizes APS’ 

unmet capacity and energy reliability needs. Thus, it is our reading of APS’ 

testimony that procuring renewable resources is not an APS objective under Track 

B. It is worth noting, however, that during the November 6 workshop, APS stated 

it would consider bids or proposals from IPPs containing renewable resources in 

the Competitive Solicitation Process, but without providing specifics on how and 

in what manner APS would consider these proposals. In my opinion, APS 

seemed to imply it would evaluate such bids or proposals on the same basis as all 

other bids, thus giving no recognition to the fact that the bid contained renewable 

energy in furtherance of the Commission’s EPS public policy goal. 

WHAT REASONS HAS APS GIVEN FOR NOT MAKING SUCH 

PROCUREMENT AN OBJECTIVE IN THE COMPETITIVE 

SOLICITATION PROCESS? 

To my knowledge, APS has not clearly articulated its reasons for its position; 

however, based on comments made during the November 6,2002 workshop, APS 

seems to have two reasons. First, APS has emphasized that its decision to exclude 

renewable energy from the Track B solicitation process is consistent with Staff, 

which also has excluded APS’ EPS requirements from the calculation of unmet 

capacity and energy reliability needs. Second, APS says that it has initiated a 

separate “renewables only” solicitation. 
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Q* 

A. 

Q. 

A. 

ARE YOU SATISFIED WITH THIS POSITION? 

No. I believe the Commission in its Track B order should specifically set the 

procurement of a portion of each utility’s EPS requirement as a goal of the 

Competitive Solicitation Process. 

WHY DO YOU BELIEVE THAT PROCURING RENEWABLE 

RESOURCES SHOULD BE AN OBJECTIVE OF THE COMPETITIVE 

SOLICITATION PROCESS? 

As indicated early in my testimony, the Commission promulgated the EPS 

mandate and codified it in A.A.C. R14-2-1618. Under Rule R14-2-1618, all 

Arizona regulated utilities must have a certain percentage of their total energy 

portfolios be derived from renewable energy resources. For example, in 2003 .6% 

of APS’ total energy portfolio must be derived from renewable energy resources. 

Thus, logic has it that if the purpose of the Track B is for the utilities, such as 

APS, to acquire their wholesale power to meet their portfolio requirements 

through a competitive process, it only makes sense that the acquisition of the 

renewable energy portion of their total power portfolio also be acquired through 

the competitive solicitation process. It is worth noting that the Commission has 

required two of Arizona’s newest power plant projects (Bowie Power Station 

Case No. 11 8 and La Paz Generating Facility Case No. 116) to include a 

renewable energy generation resource as part of the project as a condition of 
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receiving the Certificate Environmental Compatibility (“CEC”). In my opinion, 

this demonstrates the Commission’s desire that renewable energy be an important 

component of all future energy generation portfolios held by the utilities in 

serving Arizona’s energy needs. 

From a practical standpoint, without renewable resources being included in the 

Competitive Solicitation Process, it is unclear how some innovative projects 

combining renewable and fossil fuel technologies (“Hybrid Renewable 

Generation”), such as WMGF and other projects would be appropriately 

considered and evaluated. We don’t believe it is the Commission’s intent nor in 

the public’s interest to disadvantage Hybrid Renewables. Inclusion of renewable 

resources in Track B is also consistent with the Commission’s goal of balancing 

competing interests of preserving the environment and maintaining or lowering 

retail rates (Decision 62506, Pages 16-17). In other words, the utilities may very 

well determine that the most cost effective way to achieve their EPS requirements 

is to procure at least a portion of their renewable energy requirements through a 

large-scale process such as Track B. For these reasons, WMGF would 

recommend that renewable resources be specifically solicited in Track B and that 

separate renewables only solicitations also be held as needed. 
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Q. 

A. 

Q. 

A. 

WOULDN’T ADDING THE PROCUREMENT OF RENEWABLE 

RESOURCES TO T M C K  B UNNECESSARILY COMPLICATE THE 

PROCESS? 

No, not if the process were properly structured. Each utility could simply include, 

as one of its unmet needs, its EPS requirement for each year. Each bidder would 

then clearly specify in its bid the amount of qualifjmg renewable resources, if any, 

it was offering by year and under what price, terms and conditions. The utilities 

would consider this information in their bid evaluations and apply an appropriate 

credit in recognition of the additional value of renewable resources. 

WHAT DO YOU MEAN BY APPLYING AN APPROPRIATE CREDIT 

FOR THE ADDITIONAL VALUE OF RENEWABLE RESOURCES? 

The Commission has recognized that most renewable resources at present are 

more expensive than fossil fuel resources. The Commission, however, also 

recognizes the public benefits of clean renewable energy resources over fossil fuel 

resources. The Commission further recognizes the need to diversify Anzona’s 

fuel resource mix so that the State does not over rely on volatile natural gas 

supplies and prices. Accordingly, the Commission made the EPS a mandate and 

provided a funding mechanism through a special EPS surcharge on customer bills 

and the reallocation of all existing System Benefits Charge funding including 

DSM Program funding to EPS uses (jointly the EPS surcharge and System 

Benefits Charge referred to as “EPS Funds”). Although we are in the process of 

. 
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verifylng this amount with APS, I understand that APS is currently collecting 

about $12 million a year from its ratepayers through the EPS Surcharge and the 

reallocation of the Public Benefits Charge for the procurement of renewable 

energy under the EPS. Thus, the Commission has already in effect determined 

that the reasonable additional value of renewable energy is the amounts of funds 

generated from these two charges. The goal then should be to procure as much 

renewable resource energy as possible to achieve EPS at the lowest reasonable 

prices. The maximum amount to be paid under this approach would be the market 

price for conventional power (as determined in the Track B process) plus an 

additional value component representing the EPS Funds. Or, in other words, the 

additional value on a dollars per megawatt hour basis would equal the amounts 

collected through EPS Funds divided by the total megawatt hours to be purchased 

from renewables in the EPS. 

Q. 

A. 

HOW WOULD THIS BE HANDLED IN THE BID EVALUATION? 

WMGF would recommend that the Commission establish a higher benchmark 

“price to beat” for renewables that recognizes this additional value. This 

additional value would also be reflected in the bid scoring. Use of this approach 

would be simple, straightforward, and provide a reasonable way to quantify the 

value of renewables using a method already adopted by the Commission. 
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Q. WHAT ARE OTHER JURISDICTIONS DOING TO PROCURE 

RENEWABLE RESOURCES? 

A total of twelve states (including Arizona) currently have an EPS or are in the 

final process of codifymg an EPS. Schedule RWK-1 attached to this testimony 

A. 

compares some of the key attributes of these programs. These states have 

generally recognized that renewable resources are more expensive than 

conventional resources and have allocated additional resources for their 

procurement. At least one state--California--has very recently implemented a 

major procurement program for renewables. 

California has just within the last few months adopted by state law a 20% EPS to 

be attained by 2017. In order to implement this requirement and to obtain 

additional resources to meet the needs of the state’s three investor owned utilities 

(“IOUs”), the California Public Utilities Commission (“CPUC”) has recently 

issued a decision (Decision 02-08-071, August 22, 2002) requiring the IOUs to 

each implement a competitive procurement process similar to Track B. In its 

decision, the CPUC struggled with this issue of ascribing an appropriate value to 

renewable energy and decided to adopt $53.70/MWH for the first 5 years of the 

contract as an interim benchmark for renewable resources. The decision provides 

that any proposal at this price or lower is per se reasonable. The IOUs are also 

required to fairly consider proposals from renewable resources offering prices 

higher than the benchmark as well as longer contract terms and to justify why 
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each such proposal is or is not acceptable. The $53.70 value was derived from a 

forecast of expected market prices in the state and prices in contracts recently 

entered into by entities within the state. The CPUC plans to more fully address 

this benchmark issue, including the setting of benchmarks beyond five years, 

during proceedings to be held in 2003. 

Q. 

A. 

ARE YOU SUGGESTING THAT THE COMMISSION SHOULD ADOPT 

THE CALIFORNIA MODEL? 

No. I provide the summary of the California experience simply for the 

Commission’s information. I recommend that the Commission adopt the model 

that I stated earlier in my testimony. However, if the Commission decides for any 

reason not to include the procurement of renewable resources as an objective of 

the Track B proceedings, the California model could serve as an example of an 

alternative way to procure EPS required renewable resources. In other words, 

Arizona could initiate a separate renewable resource solicitation process that 

specifically provides appropriate means for considering Hybrid Renewables as 

well as pure renewable resources. 

RELIABILITY MUST RUN AND TRANSMISSION IMPORT CONSTRAINTS 

Q. YOU INDICATED ABOVE THAT ONE OF THE OBJECTIVES OF 

TRACK B SHOULD BE TO ACQUIRE RESOURCES THAT WOULD 

MITIGATE OR ELIMINATE THE RMR ISSUE. DOES APS HOLD THIS 
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A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

SAME VIEW? 

APS witness Mr. Ewen does not include in his calculation of unmet capacity and 

energy reliability needs in Schedule PME- 1 any component for either APS owned 

or non-APS owned RMR generation. Thus, APS provides no specific provision 

for acquisition of resources to mitigate or eliminate the RMR issue. However, 

during the November 6 workshop, APS stated it would consider such bids in a 

Competitive Solicitation Process without specifjmg how and in what manner they 

would be considered. In my opinion, APS seemed to imply it would evaluate 

such bids on the same basis as all other bids giving no recognition to the fact that 

the bid mitigated or eliminated RMR. 

DOES APS STATE ANY REASONS FOR ITS POSITION? 

I am not aware of APS stating any reasons for its position. 

ARE YOU SATISFIED WITH THIS POSITION? 

No. I believe the Commission in its Track B order should specifically set the 

elimination or mitigation of the RMR issue as an objective of the Competitive 

Solicitation Process. 

WHY DO YOU BELIEVE THIS SHOULD BE AN OBJECTIVE OF THE 

TRACK B SOLICITATION? 

In my opinion, all loads in RMR areas should be contestable in the Track B 
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process. In the generic proceeding concerning electric restructuring issues, the 

ACC Staff recommended that the Commission should order jurisdictional utilities 

to resolve RMR generation concerns (Decision 65 154, Page 18). Specifically, 

Staff argued the utilities should: 

1. Perform a study to analyze the merits of existing dependence on RMR 

instead of building new transmission; 

2. Perform a study analyzing merits of any future contemplated utilization of 

RMR to defer transmission projects; and 

3. File such study reports prior to implementing any new RMR generation 

strategies. 

The Commissioners largely agreed with Staff and ordered the utilities to work 

with Staff to develop a plan to resolve RMR generation concerns and include 

results in the 2004 Biennial Transmission Assessment (Decision No. 65 154, Page 

33). The Commission further ordered the utilities to file annual RMR generation 

study reports with the Commission in concert with their January 3 1 ten-year plans 

for review prior to implanting any new RMR generation strategies until the 2004 

Biennial Transmission Assessment is issued. 

Since RMR generation concerns can be resolved by either new transmission 

and/or new generation and further since new generation options can come from 

either the utilities themselves or from IPPs, it is important for any IPP generation 
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options to be identified as part of the issue resolution process. The Competitive 

Solicitation Process is an ideal mechanism to use to identify any such generation 

option. 

Additionally, as a matter of public policy older, less efficient, less 

environmentally friendly power plants should be considered for replacement by 

newer, more efficient, more environmentally friendly power plants. This is 

especially true when there are other public policy reasons (i.e., RMR) for 

Q. 

A. 

replacing the plants. 

DOES THIS SITUATION APPL IN THE mn 
Yes. The situation in the Yuma area is as follows: 

4 ARE, ? 

1. There are four early 1970’s vintage RMR plants totaling 139 MW owned by 

APS (Yucca GT 1-4) serving the area. 

2. The efficiency of these plants is around 13,000-14,0000 BTUkWh heat rate 

versus 6000-7000 BTUkwh heat rate for new combined cycle plants. 

3. New plants would use state-of-the-art pollution control technologies to meet 

or exceed all state and federal standards compared to the existing plants which 

have no pollution control equipment installed. 

4. New plants, such as WMGF, could add solar features, which provides for the 

production of renewable energy. 
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Q. 

A. 

DOES THE RECOMMENDED APS COMPETITIVE SOLICITATION 

PROCESS ADDRESS PROCURING NEW RESOURCES TO SERVE 

LOAD GROWTH IN ITS TWO LOAD POCKETS? 

APS has provided some discussion about serving loads in the Phoenix load 

pocket, but has provided no discussion on serving loads in the Yuma load pocket. 

Obtaining resources to serve load growth needs in both the Phoenix and Yuma 

load pockets should in my opinion be an objective of the Track B process. I will 

limit my discussion herein to a discussion of the Yuma load pocket. 

By 2005 with projected load growth and existing generation and transmission into 

the Yuma area, installed reserve margins are projected to be only 9%. Low 

reserves necessitate that some action be taken to increase the reserve margin by 

2005. Temporary “fixes” could be employed to forestall a permanent solution for 

a short period of time; however, a more permanent solution is needed. Permanent 

options are: 

1. Construct new transmission line into area, 

2. Increase capacity of existing lines into area, andor 

3. Procure/install new generation in the area. 

Since the implementation of either of these two options will take several years, 

decision makers should obtain the information now on the options so that a timely 

decision can be made. In my opinion the Competitive Solicitation Process is the 
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ideal place to obtain the relevant information on possible generation alternatives 

to meet this need. Relevant information on transmission options to meet this need 

could also be studied as part of the Competitive Solicitation Process evaluation so 

that a decision on the relative benefits of the two options could be analyzed. 

Q. 

A. 

Q. 

A. 

WHAT THEN IS YOUR SPECIFIC RECOMMENDATION TO THE 

COMMISSION ON RMR? 

I recommend that the Commission include the following in its order on the Track 

B process: 

1. State specifically that one of the public policy objectives of the Competitive 

Solicitation Process is to solicit bids and proposals from generation resources 

that will help mitigate or eliminate Arizona’s RMR issue in the Phoenix, 

Tucson, and Yuma Transmission Import Constraint Areas. 

2. Provide that, as a matter of public policy all load in RMR areas is contestable 

and order APS to amend its Schedule PME- 1 accordingly. 

3. Order each utility to include in its report to the Commission on the results of 

the Competitive Solicitation Process progress it has made to mitigate or 

eliminate the RMR issue. 

DOES THIS CONCLUDE YOUR DIRECT PREFILED TESTIMONY? 

Yes 
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APPENDIX 1 

RESUME OF ROBERT W. KENDALL 

Managing Director 
Navigant Consulting, Inc. 

225 W. Broadway, Suite400 
Glendale, California 91204 

818-244-01 17 

Robert W. Kendall, Managing Director in Navigant Consulting, Inc.’s Energy & 
Water Practice, has over 34 years experience in the electric power industry. 
Representing investor-owned utilities, municipal entities, and independent 
developers, he has played key roles in the development (including financing) of 
new electric generation and transmission projects; served as an expert or policy 
witness in regulatory and court proceeding; negotiated new contracts for the 
purchase and sale of electric power and transmission services; managed the 
operations of electric generation facilities; and managed the administration of 
contracts having payments of over $3 billion per year. Included in the contracts 
Mr. Kendall has negotiated are a settlement of litigation having a financial 
exposure of over $4 billion, a long-term power purchase agreement having life- 
time payments exceeding $1 billion, and a long-term power purchase agreement 
with the developer of the nation’s first merchant transmission line. He has also 
managed and implemented complex asset development strategies and has led 
statewide teams to develop new institutions to implement electric deregulation. 
Mr. Kendall is a qualified and recognized expert on electric system planning, 
project management, utility and independent power plant development and 
operations, power marketing, utility regulation, complex contract negotiations, 
electric deregulation, transmission policy, and power contract economics and 
accounting. 

PROFESSIONAL HISTORY 

Navigant Consulting, Inc. (NCI) (7/2002 - Present) 
Managing Director 
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Sunlaw Energy Corporation (Sunlaw) (2001- 4/2002) 
President 

NCI (1  998-200 1) 
Director 

Southern California Edison (SCE) ( 1968-199s) 
Director, Municipal Business Alliances 
Manager of Planning 
Manager of Industry Policy Coordination 
Manager of Power Contracts 
Manager of Regulatory Coordination 
Assistant Counsel 
Various SupervisorEngineer positions 

RELEVANT PROJECT EXPERIENCE 

Generation DevelopmenWro ject Management 
While serving as president of Sunlaw, a small independent power producer achieved 
record sales and earnings while simultaneously leading the development and 
financing of new generation projects. 

While serving at NCI, managed contract teams with responsibility for negotiating 
power sales and other agreements with 3rd parties. Participated in the financing of 
several projects. 

While at SCE, managed an organization of over 100 people with responsibility for 
negotiating and administering over 1000 contracts with over 500 entities involving 
expenditures of over $3 billion per year. 

Also while at SCE, led statewide teams comprised of electric utility lawyers and 
engineers, environmentalists, consumer advocates, large electric consumers, and 
regulators to develop institutions and governing rules for electric deregulation. 
Developed the financing plan for the over $300 million of costs required to 
implement the new system. 
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Transmission 

While at NCI, served as principal author of a statewide report titled “1998 
Transmission Reliability Report” to the California legislature. Contributions were 
obtained fkom the California ISO, California Energy Commission, California Public 
Utilities Commission, the Western Electricity Coordinating Council, and others. 

While at SCE and hctioning as head of SCE’s Power Contracts organization: 

0 Managed negotiations and administration of SCE’s transmission service 
agreements. 

0 Served as a policy witness on SCE’s transmission policies before FERC and the 
CPUC in merger and other proceedings. 
Developed contracts for and testified in certification proceedings in support of 
several new high voltage transmission lines, including the California-Oregon 
Transmission project and HVDC Expansion projects. 
Managed SCE’s activities associated with the development of the Western 
Transmission Association (WRTA). 

While at SCE and hctioning on its electricity deregulation team: 

0 Led negotiations for the investor owned utilities with the California IS0 to create 
the contract for turning over control of much of California’s transmission 
resources to the ISO. 
Managed SCE’s participation in the development of the California ISO’s 
transmission tariff filing to FERC. 

Contracts 

For two and a half years, with NCI negotiated contracts for the purchase and sale of 
power, transmission services, generation land leases, transmissioddistribution . 
operations and maintenance services, and back office services. 

For ten years, functioned as head of SCE’s Power Contracts organization having 
responsibility for: 
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0 Negotiating new contracts that add value to SCE. 
0 Managing the development and administration of all of SCE’s 1000 utility power 

purchase, transmission, joint participation and independent power purchase 
contracts (jointly referred to as “Power Contracts”). 

e Managed negotiation of two saleAeaseback arrangements-one involving SCE’s 
share of the Palo Verde Nuclear Generating Facility and one involving a wind 
project developed by SeaWest 

0 Maximizing the value of Power Contracts to SCE’s shareholders and ratepayers. 
0 Negotiating amendments to and protecting SCE’s rights under the Power 

Contracts. 
0 Defending reasonableness of contracts and amendments before the CPUC. 
0 Managing SCE’s relationship with its QF suppliers and wholesale municipal 

customers. 

Expert Witness 
Served as an expert witness on contractual provisions in a contract between an 
electric utility and independent power producer in litigation before a state superior 
court. 

Testified as an expert witness on electric utility contracting, generation project 
development, proper contract administrative practices, contract economics, and 
appropriate accounting treatment for contract benefits and obligations in state 
superior court in case involving a dispute having a financial exposure of over $100 
million. 

Throughout SCE career had responsibility on numerous occasions for: 
Testifjhg as a policy witness or as an expert witness on transmission, contracts, 
rates and other matters before the CPUC and FERC in merger and other 
proceedings. 

0 Providing depositions in litigation filed in federal and state courts. 

Reeulatory Interface 

For three years, managed SCE’s regulatory proceedings before the CPUC and FERC 
and served as SCE’s principal lobbyist with these regulatory bodies. 
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Electric Restructuring 

For three years, hctioned on SCE’s electric restructuring team with responsibility 
for: 

0 Designing governance structure of California’s Independent System Operator 
(ISO) and Power Exchange 

0 Developing transmission access charge pricing methodology and the terms and 
conditions for turning transmission control over to the IS0  

0 Serving as SCE’s project manager for obtaining FERC approval of the I S 0  
0 Serving as SCE’s principal spokesperson on restructuring before high-profile 

customer and government groups. 

Marketing Sales 

For eight months, acted as head of SCE’s Municipal Business Alliance Organization 
with responsibility for: 

0 Marketing and selling Edison International‘s mass market, energy management, 
and utility-related services to municipal utilities and government entities across 
the U.S. and Canada. 

International Matters 

For four years, served as manager of SCE’s team involved in E7, a group of the 
world’s largest electric utilities fi-om the G7 countries with responsibilities for: 

0 Developing and implementing policies and projects to improve the global 
environment 
Chairing group’s Steering Committee responsible for helping developing 
countries formulate strategic plans and building environmentally responsible , 

projects 
0 Working in partnership/cooperation with international utilities’ senior 

management, national governments and entities such as the World Bank, Asian 
Development Bank and various UN organizations to accomplish objectives. 
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EDUCATION 

J.D., Corporate and Contract Law, Southwestern University 
M. B. A., Financial Management, University of Southern California 
B. S., Electrical Engineering, University of Illinois 

PROFESSIONAL ASSOCIATIONS 

Member, Los Angeles County and California Bar Associations 

HONORS AND FELLOWSHIPS 

Eta Kappa Nu & Sigma Tau Engineering Honor Societies 

Selected by the Board of Governors of the California Bar Association to serve as a 
consultant on the state's bar examination. 

PUBLICATIONS/PRESENTATIONS 

Have given numerous presentations before electric industry and other groups on 
topics such as: 

0 Electric deregulation 
0 Transmission policy 
0 Generation project development 
0 Power marketing & contracting 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

PLEASE STATE YOUR FULL NAME AND BUSINESS ADDRESS. 

My name is Robert W. Kendall. My business address is 225 West Broadway, Suite 400, 

Glendale, California 91204-133 1 

ARE YOU THE S A M E  ROBERT W. KENDALL WHO SUBMITTED 

PREFILED DIRECT TESTI1vfONY IN THIS PROCEEDING ON BEHALF 

OF THE WELLTON-MOHAWK GENERATING FACILITY (CCWMGF”)? 

Yes, I am. 

WHAT IS THE PURPOSE OF THIS TESTIMONY? 

The purpose of this testimony is to rebut and respond to (1) testimony filed by 

intervenors and Arizona Public Service Company (“APS) on November 12,2002 

and (2) information contained in APS’ response to WMGF’s First Set of Data 

Requests to APS propounded on November 8, 2002. Since APS’ response to 

these data requests was not received until November 14, 2002, I did not have the 

opportunity to inclvde this information in my Prefiled Direct Testimony submitted 

to the Arizona Corporations Commission (“Commission”) on November 12, 2002. 

COULD YOU BRIEFLY SUMMARIZE THE RECOMMENDATIONS 

YOU MADE TO THE COMMISSION IN YOUR PREFEED DIRECT 

TESTIMONY? 

Yes. Fundamentally, I recommended that the Commission include the following 

three items in its order on the Track B Competitive Solicitation process: 
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1. Bids proposing long-term contracts with terms of up to 15 to 20 years 

should be specifically allowed in the Track B Competitive Solicitation 

Process (“Track B), that APS be required to evaluate all bids on an 

equal basis, and that APS be assured of full rate recovery for its 

prudent actions. 

2. The procurement of at least a portion of each utility’s renewable 

resource requirement under Arizona’ s Environmental Portfolio 

Standard (“EPS”) should be a specific objective of Track B and be 

included in each utility’s unmet needs calculation, and that the bid 

evaluation method used by each utility should give appropriate credit to 

bids containing such resources in recognition of the additional value 

they provide to the utility. I also recommended a specific method to 

use for calculating this additional value. 

3 .  The procurement of generation resources to help mitigate or resolve 

the Reliabfity Must Run (“RMR”) issue should be an objective of the 

Track B and be included in each utility’s unmet needs calculation, and 

that as a matter of public policy all loads in RMR areas should be 

contestable. 

Q. 

A. 

HAVE YOU REVIEWED TEIE TESTIMONY FILED BY INTERVENORS 

AND THE UTILITIES INCLUDING A P S  ON NOVEMBER 12,2002 IN 

THIS PROCEEDING? 

Yes. 

1 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

DO YOU WISH TO MAKE ANY COMMENTS ON ANYTHING YOU 

READ IN THIS TESTIMONY? 

Yes. In their Prefiled Direct Testimony filed on November 12, 2002, several 

intervenors, including the Residential Utility Consumer Office (“RUCO’’) and 

Sempra Energy Resources, discuss the benefits of Least Cost Planning and 

recommend that it be used as the central method of evaluating bids in the Track B 

process. I wish to comment on the Least Cost Planning proposal since its 

adoption by the Commission, which I support, is consistent with my 

recommendations. 

ARE YOU FAMILIAR WITH LEAST COST PLANNING? 

Yes, I am very familiar with Least Cost Planning having used this tool for several 

years with my former employer, Southern California Edison Company, and in 

several consulting engagements with my current employer, Navigant Consulting, 

Inc. For example, while at Southern California Edison Company, I led a major 

resource procurement activity and used Least Cost Planning as the centerpiece of 

the utility’s bid evaluation process under California’s wholesale power competition. 

DO YOU AGREE WITH THE RECOMMENDATION THAT LEAST 

COST PLANNING SHOULD BE EMPLOYED IN THE TRACK B BID 

EVALUATION PROCESS? 

Yes. AU the parties agree that the overarching objective of Track B is to facilitate 

the establishment of a competitive wholesale market and to procure from this 
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Q. 

A. 

market resources that provide the lowest overall costs to the consumer. As I 

discussed in my Prefiled Direct Testimony, this argues for allowing bidders to have 

a great deal of flexibility in their bids so they can be shaped to be the most 

attractive to the utility. Unfortunately, using three standardized products and rank 

ordering bids by each product as proposed by APS in its Prefiled Direct Testimony 

is not likely to achieve the above objective. For this and other reasons, I agree 

with Dr. Rosen's Direct Testimony on behalf of RUCO where at page 10 he states 

that the proper use of Least Cost Planning will provide a coherent and workable 

framework €or evaluating bids so that the utility's revenue requirement will be 

minimized providing the lowest rates to consumers. I also agree with Dr. Rosen 

when he states on page 26 of his Prefiled Direct Testimony that a minimum 20- 

year planning horizon is needed for the evaluation process. 

IS YOUR RECOMMENDATION TaAT LONG-TERM CONTRACTS OF 

UP TO 15 TO 20 YEARS BE ALLOWED IN TRACK B CONSISTENT 

WITH THE USE OF LEAST COST PLANNING? 

Yes, it is consistent. The real advantage of Least Cost Planning is that it allows for 

the price features of each bid to be evaluated on its merits compared with other 

bids and alternatives the utility has available to it. With respect to a long-term bid 

of 20 years for example, this bid would be placed in the production simulation 

model being used and would be dispatched each year in the most efficient manner 

based on the pricing and flexibility afforded by the bid. The results of this scenario 

could then be compared against other scenarios containing, for example, several 
LAW OFFICES 
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shorter-tern purchases evaluated over the same 20-year time fi-ame. In this 

manner, the utilities would be able to select the scenario providing the consumer 

the lowest overall cost. 

Q. 

A. 

IS YOUR RECOMMENDATION THAT TRACK B SHOULD BE USED AS 

A MECHANISM FOR THE PROCUREMENT OF RENEWABLE 

RESOURCE PUCHASES UNDER ARIZONA’S EPS CONSISTENT WITH 

USING LEAST COST PLANNING? 

Yes, it is consistent. As an example, let’s assume a bid is received fi-om a hybrid 

project that produces a quantity of energy that qualifies as solar produced 

renewable energy and a quantity of energy that is generated by gas. The bid would 

be modeled in the same production simulation program discussed above and would 

be dispatched by the model over the minimum 20 year evaluation time period in 

the most efficient manner as allowed by the bid’s parameters. The results of thls 

scenario could then be compared against another scenario containing a bid fi-om 

other gas-fired generation that would produce an equivalent amount of non- 

renewable energy as in the above scenario and other alternative solar produced 

renewable energy fi-om bids that again produce an equivalent amount of renewable 

energy as in the above scenario. Again, the least cost planning method allows for 

the attributes of each bid to be fairly compared against the attributes of other bids. 

I l l  

I / /  
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Q. 

A. 

Q. 

A. 

I l l  

I l l  

IS YOUR RECOMMENDATION THAT ONE OF THE OBJECTIVES OF 

TRACK B SHOULD BE TO MITIGATE OR ELIMINATE RMR 

CONSISTENT WITH THE USE OF LEAST COST PLANNING? 

Yes, again it is consistent. The key here would be for the evaluation process to 

specifically look at each of the state's RMR areas on an individual basis. For each 

area, a series of scenarios would be developed from bids addressing that RMR area 

and, as discussed above, the results of each scenario would be compared against 

the results from the others to arrive at the least cost solution. As Dr. Rosen of 

RUCO explains in his Prefiled Direct Testimony at page 22, this would allow new 

transmission investment options, generation options, and DSM to be evaluated to 

determine the most cost effective way to address the RMR issue. This analysis 

could also be set up to clearly show if it were in the best interest of the utility 

ratepayers to replace some of the existing RMR generation with generation 

options received in the bids. 

DO YOU HAVE OTHER COMMENTS TO MAKE ON ANY OF THE 

OTHER INTERVENORS TESTIMONY? 

No. I have no fbrther comments on intervenor testimony at this time. My 

testimony will now focus on the Prefiled Direct Testimony submitted by APS and 

APS' recent response to WMGF's First Set of Data Requests. 
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Q. 

A. 

Q. 

DID YOU R E W W  APS’ RESPONSE TO QUESTION RK 1.1 IN 

WMGF’S FIRST SET OF DATA REQUESTS? 

Yes. This question and response, which I have attached as Attachment RK-1, 

provides information on the Yuma load pocket, I also included in this attachment 

a table prepared by APS and handed out at the November 6, 2002 workshop, 

which addresses the Phoenix load pocket and a copy of information submitted by 

APS relative to the Yuma load pocket at the Commission’s July 30-31, 2002 

workshop on its Second Biennial Transmission Assessment (“SBTA”). 

COULD YOU PLEASE EXPLAIN WHY YOU ASKED THE QUESTION 

IN ATTACHMENT RK-l? 

Yes. The treatment of RMR generation has been an issue in these Track B 

proceedings since it impacts the amount of capacity and energy that constitutes 

each utility’s unmet needs. APS has taken the position that non-APS owned RMR 

generation should be deducted fi-om its unmet capacity and energy needs (Peter 

Ewen, Direct Testimony, Schedule PME-1). WMGF asked the question in 

Attachment RK-1 because the previous discussion on the RMR issue has been 

limited to the Phoenix Transmission Import Constraint Area only and because this 

position appears to be inconsistent with the calculation of existing load carrying 

capability for the Yuma load pocket contained on page 4 of the information 

presented by APS at the SBTA workshop. In fact, as determined in the 

Commission’s Second Biennial Transmission Assessment Proceeding headed-up by 

Utilities Division, Staff Engineer Jerry Smith APS’ service area subject to the 
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Track B Competitive Solicitation Process consists of at least two major 

Transmission Import Constraint Areas; namely, the Phoenix load pocket and the 

Yuma load pocket. A third Transmission Import Constraint Area has also been 

identified in Tucson Electric Power Companyk (“TEP”) service are; namely the 

Tucson Load Pocket. 

Q. 

A. 

I I /  

I / /  

COULD YOU PLEASE EXPLAN WHAT IS SHOWN IN APS’ RESPONSE 

TO WMGF DATA REQUEST RK-l? 

Yes. The table titled “APS Yuma Area Reliabdity Must Run Estimates 2003- 

2012” first shows the loads and transmission import limit for each of the years 

2003 through 2012. By subtracting the transmission import limit fkom the load, 

one determines the RMR generation needed in the area to keep the lights on. This 

is identified in the table as “RMR Need.” It should be noted that the loads shown 

in the response to Data Request RK-1 are approximately 20 MW lower than those 

presented on page 6 of the information presented by APS at the SBTA workshop. 

 ne^, the table provides separate lines for the APS resources in the Yuma load 

area, existing non-APS resources in the area, and APS reserves. To arrive at the 

line titled “Unmet Need,” the “APS Resources” are added to the “Non-APS 

Resources”, the “APS Reserves” are subtracted fkom this amount, and the total is 

subtracted fiom the “RMR Need.” 
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Q. 

A. 

Q. 

A. 

I l l  

DO YOU AGREE WITH T E E  UNMET NEED SHOWN IN A P S ’  

RESPONSE? 

No. As discussed above, the unmet needs calculation shown in APS’ response 

includes a deduction for the existing non-APS resources in the Yuma area. By 

including this deduction, APS is implicitly stating that these non-APS resources are 

available to serve local Yuma loads. However, this deduction should not be in the 

calculation of APS’ unmet needs unless such resources are being provided under 

a firm contract entered into prior to September 1, 2002. We have seen no listing 

of any such contracts by APS either in its Prefiled Direct Testimony, its 

accompanying work papers, or in its responses to specific data requests presented 

by Staff and possibly other parties in this proceeding. In fact, the two resources 

comprising the largest portion of the non-APS resources in the Yuma area (i.e., 

Yucca Steam 75 MW and Yuma Cogeneration Project 51 MW) are listed by the 

Western Electricity Coordinating Council (“WECC”) as firm resources of San 

Diego Gas & Electric and the Imperial Irrigation District respectively. Thus, they 

clearly are not contractually available to serve APS’ customer loads. 

HAVE YOU PREPARED A CALCULATION OF APS’ UNMET NEEDS IN 

THE YUMA POCKET, WHlCH EXCLUDES THE LINE FOR EXISTING 

NON-APS RESOURCES? 

Yes. 
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Q- 

A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

PLEASE DESCRIBE THE RESULTS OF THIS CALCULATION. 

I have prepared a table using APS’s numbers contained in its response to Question 

RK-1 corrected to eliminate the deduction for existing non-APS resources and 

have included it as Appendix RK-2. This table shows that A P S ’  unmet needs in 

the Yuma area start out at 68 MW in 2003 and rise to be 157 M W  in 2012. These 

unmet needs would be even larger if the loads presented on page 6 of the 

information presented by APS at the SBTA workshop were used in the 

calculations. 

HOW LARGE ARE THESE DIFFERENCES? 

The differences in loads for the Yuma area shown by APS vary by rear, but range 

from a low of 13 MW to a high of 21 MW. These are significant differences since 

they are on a base of about 300 MW. 

DO YOU KNOW WHY T3E LOADS IN THE YUMA AREA PRESENTED 

BY A P S  AT THE SBTA WORKSHOP ARE DIFFERENT THAN THOSE 

SHOWN IN THE RESPONSE TO QUESTION RK-l? 

No, I don’t why there are differences. 

WHAT IS THE SIGNIFICANCE OF APS HAVING AN UNMET NEED IN 

THE kTuMA AREA FOR TEtIS TRACK B PROCEEDING? 

APS’ testimony states that it plans on conducting a separate, simultaneous RFP to 

solicit bids for the non-APS RMR amounts in the Phoenix load pocket (Thomas 

Carlson, Direct Testimony, Page 10). Assuming that APS treats non-APS RMR 
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amounts in the Yuma load pocket the same as those in the Phoenix area, I would 

expect A P S  to conduct separate, simultaneous RMR solicitations for both the 

Yuma and Phoenix load pockets. 

Q. 

A. 

Q. 

A. 

IS THERE LIKELY TO BE SUFFICIENT COMPETITION TO MAKE A 

SEPARATE SOLICITATION FOR THE YUMA AREA WORTHWEULE? 

Of course, no one ever knows the answer to this question until the solicitation 

actually occurs. However, I believe there are likely to be several competitive 

options set forth in such a solicitation. APS has set forth several transmission 

options in its response to RK-1.3, which I have included in Appendix RK-3 

attached hereto. There are also likely to be several generation options proposed 

including perhaps some of the generation listed by APS as non-APS owned 

resources, the WMGF, and generation by other developers. It should be noted 

here that there have been other generation projects proposed in the area besides 

WMGF, which could provide service into the load pocket. Finally, there are DSM 

options that could be proposed. 

YOU MENTION THAT APS HAS TREATED THE PHOENIX LOAD 

POCKET DIFFERENTLY THAN THE YUMA LOAD POCKET. COULD 

YOU SIJMNIAEE THE DIFFERENT TREATMENT? 

Yes. There are three key differences in APS treatment of its two load pockets: 

1. In its prefiled direct testimony, APS provided no discussion of the 

Yuma load pocket whereas it did discuss the Phoenix load pocket. 
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Q. 

A. 

Q. 

A. 

2. 

3.  

APS deducted non-APS resources f%om its unmet needs for the Yuma 

load pocket in its response to Question RK 1.1 whereas no deduction 

for non-APS resources was made in a similar unmet needs calculation 

for the Phoenix load pocket. 

A P S  has proposed conducting a separate RF’P solicitation to procure 

the unmet needs for the Phoenix load pocket but has made no 

recommendation for procuring the unmet needs in the Yuma load 

pocket. 

DO YOU KNOW OF ANY REASON WHY THE YUMA AND PHOENIX 

LOAD POCKET ISSUES SHOULD BE AFFORDED ANY DIFFERENT 

TREATMENT? 

No. There has been no justification presented in APS’ Prefiled Direct Testimony 

or its response to WMGF’s data requests as to why the two load pockets should 

be afforded different treatment. 

DOES YOUR RECOMMENDATION HERE IN ANY WAY CHANGE 

YOUR RECOMMENDATION STATED IN YOUR TESTIMONY ABOVE 

ABOUT USING LEAST COST PLANNING IN THE BID EVALUATION 

PROCESS? 

No, in fact the two recommendations are quite consistent. As I stated in my 

testimony above on Least Cost Planning, this analysis for RMR areas needs to be 

done separately for each RMR area. Having a separate RFP process to solicit bids 
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on each RMR area makes this process easier to handle since all of the information 

(bids) for each area are readily identifiable. In addition, as I stated in detail in my 

prefiled direct testimony, all RMR load should be contestable in the solicitation so 

that APS and the Commission can determine whether it is in the ratepayers’ 

interest to replace existing RMR resources with alternatives proposed by the 

market. 

Q. 

A. 

DID YOU REVIEW AND HAVE ANY COMMENTS ON APS’ RESPONSE 

TO WMGF’S DATA REQUEST RK 1.3? 

Yes. I have included both the question and response in Appendix RK-3. The 

basic comment I have to APS’ response is that it leaves the reader with what I 

believe is a false impression that all is well in the Yuma load pocket and there are 

plenty of options to provide adequate and reliable service to customers through the 

next 8 to 10 years. Further, it seems to imply that there is little advantage to 

adding new local generation in Yuma because “it would just increase the local 

generation pool fiom which to purchase the power needs above what the EHV 

system could deliver.” (APS Response to WMGF Data Request RK 1.3). I have a 

couple of comments on these statements. 

First, as I discuss earlier in this testimony, there are three ways of 

addressing RMR issues: (1) increasing transmission import capability; (2)  adding 

additional local generation; and (3) implementing DSM programs. These three 

methods are not mutually exclusive. Each method has its advantages and 

disadvantages and each method has its limitations. In fact, in order to minimize 
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ratepayer costs and provide a sufficient level of local reliability there may very well 

be an element of all three methods that should be employed in Arizona’s RMR 

areas including Yuma. Use of Least Cost Planning is designed to identlfl the 

proper mix of transmission, generation, and DSM that will achieve this result. In 

addition, Least Cost Planning will help decision makers to determine whether some 

of the temporary fkes identified in APS’ response are cost effective compared with 

other and longer-term available options. 

Second, I believe it is important for APS and the Commission to fairly and 

thoroughly consider options from APS, as well as the market, before making 

capital resource commitments. This is why WMGF recommended that mitigation 

or elimination of RMR should be one of the objectives of the Track B process. 

Q. 

A. 

DID YOU REVIEW AND HAVE ANY COMMENTS ON APS’ RESPONSE 

TO WMGF DATA REQUEST RK 1.7? 

Yes. APS’ response to Data Request RK 1.7 provides a year-by-year breakdown 

of APS’ m e t  EPS renewable resource requirement for the period 2003 though 

2012. I have attached the question and response in Appendix RK-4 of this 

testimony for the Commission’s convenience. As the table clearly shows, whereas 

APS does not have an unmet need (shortfall) for “other” (non-solar) renewable 

energy and resources, it has a considerable unmet need for solar electric renewable 

energy. It is worth noting that the A.A.C. R14-2-1618 (“EPS Rule”) sets 

minimum solar-only energy requirements of from 50 to 60 percent of the utilities’ 

total EPS requirement. This is a considerable amount of solar energy for APS. I 
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understand that at least one of the key reasons for APS’ expected solar energy 

shortfall is that photovoltaic technologies (“PVs”) were expected to provide a 

signifcant portion of this unmet need; however, since the costs of this technology 

have not been decreasing as rapidly as had been anticipated (actually increasing 

due to higher demands verses supplies), APS, as well as TEP, may simply not be 

able to meet the solar requirements under the EPS Rule based on the amount of 

EPS they are authorized to collect through the EPS surcharge and the reallocation 

of the Public Benefits Charge. Fortunately, however, there are other solar 

technologies, such as solar troughs, which are less expensive than PVs and that can 

be employed in innovative ways to provide solar renewable energy to help utilities, 

such as A P S ,  meet their EPS solar energy requirements. The best manner to 

determine the range of market solutions that might be available to fullfill this 

requirement would be to adopt WMGF’s recommendation and specifically include 

in the Track B process a mechanism to solicit and fairly evaluate bids containing 

renewable resources to meet the EPS requirement. 

Q. 

A. Yes. 

DOES THIS CONCLUDE YOUR PREFILED REBUTTAL TESTIMONY? 

1752ITrack BITesthmyKextdall Rebuttal TeStimony.l11802.FiNAL 
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situation in &e Yuiia load pocket. 

RESPONSE: 

Sct amchmcnt from MS' presentation at swond BTA workshop on various options LO 
be considered [ATTACHMENT Wh4 DR 1 Q. RK 131 IIowever. new generation won't 
get rid of RMTI. It would just increase the local generation pool fTom which to purchase 
the power necds above what the EHV system mould deliver- 'fie 103d serving capability 
has always brm a combination ol'tr;msmissios & k d  gcacmtiun. kcOuducloring 01 
the local 69kv lines is in progress to eliminate local line loading problems. Jn addition, 
options of importing power from h e  West of N. Gila am being ewt1mte.d and puts~cd to 
inmtdse the import c-apahilily to Yuma ftom the EHV system. This could tn: 
accomplished before ne= summer. Wc can only increase hat vahic by a maximum of 
1 OG MW which will load the N. Gila transformer to it uameplaw m ~ g .  Tliis. 103 hG$ o f  
increased capacits. could probsbIy mcct rhc local needs for 3-10 years. The current plms 
of A2S c2U for a new 23Ohv line inr0 &e Yuma area arcond 2005. The specific mm=:t 
o f  import capability this would bring is unknown, but 100 M W  is a reasonable 
assumption. Ewe were succcssfd in procuring a West ofN. Gila resource, the 230kv 
hue projcct would bc doiayed. 
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